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Dear Fellow Shareholders:

When | came back early last vear, | taid out five key areas of focus: regain cur technology leadership position,
dramatically improve customer satisfaction and quality, return to our direct distribution roots, improve our cost
structure and start growing again.

Looking back at what we achleved over the past vear, | can say we have made a ton of progress. On the customer
satisfaction front, we went from a record low in early 2001 to a record high within 2 couple of months. And we
managed to maintain that level into 2002, along the way driving a higher percentage of repeat and referral business
than we've seen in several years.

On the cost structure front, we took a number of painful but necessary steps, including closing company-owned
operations in the international arena, clesing nearly 70 under-performing U.S. retail locations, and consolidating our
manufacturing and call center capabilities. These steps resulted in a workforce reduction of nearly 50%.

Add it up and we exited the fourth quarter of 2001 at an SG&A run-rate that's comparable to the fourth quarter of 1888
when we had half as many retail locations. Plus, we intentionally elected to eliminate nearly $2 billion in unprofitable
revenue and made major steps in regaining our stronghold as a technology leader in 2C01.

Finally, we worked very hard to restore health to our balance sheet, exiting the year with more than a billien dollars in
cash and marketable securities, about twice the level we had at the beginning of the year.

So we did a lot in 20C1, and ic be honest, we didn't get a lot of credit outside Gateway for the fremendous progress
wg maﬁ% But that's OK by me. With all that was going on in the world, it was not our place to seek recognition for
job well done.

Instead, we're setting our sights on nailing the one thing we didn’t achieve in 2001, and that's growth. You see, driving
growth [ast year would have been kind of sifly and unsustainable with all the work we had to do to get our house back
in order. We had to lay the foundation for growth through hard work and tough decisions.

We did, and all that's behind us now. For 2002, it's grow time, and here’s our plan.

First, we're going to drive growth in our core PC business. The majority of our sales are still tied to the PC. We will
evolve ocur business beyond the PC as that's critical to our long-term success {see priority number two). But we must
get back to a growth leadership position in the PC business, offering the best combination of value, price, quality and
service in the industry. With our aggressive new pricing strategy launched early this year, we're already well along the
way with sericus traction in the market.

Second, we're going to drive growth through our digital solutions and digital infrastructure offerings. Digital solutions
are the high-growth solutions applications that customers are really clamoring for, like digital photography, music and
video. Digital infrastructure is the backbone powering those applications in homes and businesses, specificatly
networking and broadband access.

We'll keep bundling these great solutions cffers with cur PCs, as we sell more and more PCs through our new pricing
strategy. At the same time, we'll begin leading with solutions offers in our marketing communications. In other words,
when people think of things like digital photography, digital music and broadband, we want them to think of Gateway
as the best place to come to get them all, in addition to being the best place to come for a PC.

Finally, we will continue to refine cur cost structure, specifically by improving our variable costs. Sure, we're spending
more on marketing our value and product leadership. That's essential to growing our business. But we have to
continue improving things like cost of customer acquisition, cest of fulfillment and cest of suppoert, without sacrificing
oversll quality or customer satisfaction. .

And, as we grow, we'll continue to get increased leverage from our fixed cost structure and expect to emerge as a
healthy, profitable company in 2003. We're already well on the way.

The fact is, this business has never been easy, but it's always been fun. And for the first time in a reaily long time,
Gateway is back to doing the things that | always had the most fun doing in the early days, things like forcing the
competition to react to us and delighting cur customers in new and exciting ways.

So watch us this year and stay tuned, 'cause we're back, and it's grow time.

Sincerely,

Ted Waitt
Chairman, President and CEQ
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Forward-Looking Statememnts

This Annual Report on Form 10-K, including “Business — Factors That May Affect Gateway’s
Business and Future Results” set forth below, contains forward-looking statements that involve risks and
uncertainties, as well as assumptions that, if they do not materialize or prove incorrect, could cause the
results of Gateway, Inc., together with its subsidiary companies (“Gateway” or the “Company”), to differ
materially from those expressed or implied by such forward-locking statements. All statements, cother
than statements of historical fact, are statements that could be deemed to be forward-looking statements,
including any projections of results of operations, revenues, financial condition or other financial items;
any statements of plans, strategies and objectives of management for future operations; any statements
regarding proposed new products, services or developments; any statements regarding future economic
conditions, prospects or performance; statements of belief and any statement of assumptions underlying
any of the foregoing.

The forward-looking statements contained herein involve risks and uncertainties including, but not
limited to, general conditions in the personal computing industry, including changes in overall demand
and average unit prices, general economic conditions, competitive factors and pricing pressures, including
the impact of aggressive pricing cuts by competitors and the Company’s pricing and marketing strategy;
shifts from desktops to mobile computing products and information appliances and the impact of new
microprocessors and operating software; the ability to transform the Company to a digital technology
solutions provider and restructure its operations and cost structure; component supply shortages; short
product cycles; the ability to access new technology; infrastructure requirements; risks related to the
shutdown of the Company’s company-owned international operations, including the loss of related net
sales and access to international markets; ability to grow in non-PC or “beyond-the-box” business; risks
of minority equity investments; increased inventory costs; risks relating to new or acquired businesses,
joint ventures and strategic alliances; changes in accounting rules, the impact of litigation and government
regulation generally; inventory risks due to shifts in market demand; changes in product, customer or
geographic sales mix; change in credit ratings and the impact of employee lay-offs and management
changes. To learn more about the risks and uncertainties that the Company faces, you should read the risk
factors set forth in Gateway’s Securities and Exchange Commission periodic reports and filings, including
but not limited to the items discussed elsewhere in this Report. The Company assumes nc obligation to
update these forward-looking statements to reflect events that occur or circumstances that exist after the
date on which they were made.

PART I
Item 1. BUSINESS

General

Gateway is a leading direct marketer of personal computers (“PCs”) and related producis a‘nfd
services, which are also referred to as digital technology solutions, for individuals, families, small and
medium businesses, government agencies, educational institutions, and large businesses in the United
States. Gateway develops, manufactures, markets, and supports a broad line of desktop and portable PCs
and servers and offers diversified products and services that are “beyond-the-box,” including commumni-
cations products (such as Internet access services), financing programs, peripheral products, software,
services and support packages and training. In 2001, the Company streamlined its cost structure, improved
product quality and customer satisfaction, strengthened its balance sheet and pursued its strategy of
transforming the Company from a traditional manufacturer of PCs to a leading provider of personalized
digital technology solutions by leveraging Gateway’s existing retail footprint, its brand position and its
beyond-the-box products and services.

The Company is one of the leading suppliers of PCs to the U.S. consumer market, with an estimated
market share greater than 10% in 2001 based on revenue, according to International Data Corporation
(IDC) quarterly statistics. Gateway’s strategy is to deliver the best value to its customers by offering

1




quality, high-performance digital technology solutiens that inciude PCs and other products and services
employing the latest technology at competitive prices and by providing outstanding service and support
along with quality Internet access. Internet users can access information about Gateway and its products
and services at http.//www.gateway.com.

Gateway was incorporated as “Gateway 2000 Inc.” in Iowa on August 15, 1986, merged into a South
Dakota corporation of the same name effective December 29;1989, merged into a Delaware corporation
of the same name effective February 20, 1991 and changed its name to “Gateway, Inc.” effective June 1,
1999. Gateway’s common stock trades on the New York Stock Exchange under the symbol GTW. The
corporate headquarters for Gateway is located in Poway, California.

Business Segments

Until September 30, 2001, Gateway organized its business operations into four operating segments:
(a) the consumer segment in the United States, (b) the business segment in the United States, (c) Europe,
the Middle East and Africa (“EMEA”), and (d) Asia Pacific (including Australia). During the third
quarter of 2001, the Company closed its EMEA and Asia Pacific company-owned cperations, and also
reorganized its domestic business and consumer operations into a single sales organization. For further
information on the Company’s operating segments see “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and Note 13 of the Notes to the Consolidated Financial
Statements.

Business Operations

Direct Marketing and Diseribution. Gateway sells its technology solutions directly to customers
primarily through three complementary distribution channels — phone sales, web sales, and Gateway’s
nationwide network of retail stores. Gateway’s stores allow customers to obtain information from highly
trained sales representatives and test products. Unlike traditional retail stores, Gateway’s stores generally
maintain only a limited inventory of computers for sale, keeping inventory risks and related costs low.
Customers can order a computer while at the store, can visit the Gateway website later and place an order
over the Internet, or can call to ask further questions and order their computer over the telephone.
Gateway believes that approximately 45% of its consumer customers take advantage of at least two of
these channels before making their purchases.

As of January 31, 2002, Gateway had 277 retail stores in the United States, allowing customers direct
interaction with sales representatives. Customers can also order products over the telephone up to
eighteen hours a day and seven days a week in the U.S.

Gateway believes that this direct distribution and multi-channel approach provides several competi-
tive advantages. First, Gateway believes it can offer competitive pricing by avoiding the additional
markups, inventory and occupancy costs associated with distributors, dealers and traditional retail stores.
Second, by alleviating the need for the high levels of finished goods inventory required by traditional retail
channels, Gateway believes it can respond more quickly to changing customer demands — offering new
preducts on a timely basis and reducing its exposure to the risk of product obsolescence. Third, Gateway
believes that working directly with customers promotes brand awareness and customer loyalty and is
instrumental in Gateway’s high customer satisfaction ratings.

Gateway markets its products directly to customers, primarily by placing advertisements on
television, newspapers, magazines, radic, the Internet, the Company’s Internet website, local promotions
and trade show appearances. Gateway believes its creative marketing, including use of its famous
trademarked “BLACK AND WHITE SPOT” design on product packaging, has helped generate
significant brand awareness and a loyal customer base.

Gateway has sold over 25 million PCs to date, and maintains a database of its customers. To provide
a broad range of products and services to these customers, Gateway has introduced a number of
marketing and communication techniques. These include sales catalogs, customer magazines, and the
Gateway Moola credit card that gives consumers a rebate applicable toward future Gateway™ purchases.
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Gateway’s web site offers information about Gateway events, new product offerings and technical support
advice. In addition, regular surveys of Gateway’s customers provide valuable marketing, service and
product information.

Business Sales. During 2001, the Company’s business sales and marketing activities focused on its core
market segments: small and medium business, education and government. In 2001, the Company’s
Business Solutions centers in Gateway’s stores and approximately 240 dedicated Business Sclutions
Advisors addressed the technology needs of small and medium business clients. To complement its
business sales efforts, Gateway alsc deploys a program of approximately 200 third-party Network
Solutions Providers who work with the Company’s Business Solutions Advisors and business sales force
to deliver localized consultation and integration services to business, education and government clients in
essentially all the top markets across the United States. Gateway’s sales force also demonstrated
technology leadership in the education market through the Company’s work with K-12 schools and higher
education institutions.

In addition to its retail store and telephone sales channels, Gateway has enhanced customer sales
options with Internét-based tools. The Company offers business, education and government clients
personalized websites, called eSource sites, to facilitate their order and order management requirements.
Additionally, the Company has developed the Gateway eMarketplace to facilitate both online purchases
and sales of a wide range of technology and products that help businesses run.

Gateway’s Custom Integration Services (CIS) program is designed to reduce the time and expense
associated with the deployment of new business systems. Gateway'’s CIS group accelerates technology
depleyment for clients through factory installation of urique software images, development of image
restoration products and asset tagging installation of customer hardware and software to meet clients’
individual requirements. :

Growth Initiatives. In 2001, the Company streamlined its cost structure, strengthened its balance
sheet, improved product quality and customer satisfaction, re-established a technology leadership position
and pursued its strategy to transform the Company from a traditional manufacturer of PCs to a leading
provider of personalized digital technology solutions by leveraging Gateway'’s existing retail footprint, its
brand position and its beyond-the-box products and services. As part of the shift toward providing digital
technology solutions, the Company is turning its nationwide network of retail stores into local technology
resource centers, serving as hubs for cross-functional sales, service and marketing teams that will provide
customers with increased personalization and local service and support. In 2002, the Company intends to
gain sales momentum and unit volume growth through the adoption of a more aggressive product pricing
and marketing strategy. At the same time, the Company intends to continue to develop and refine its
solutions leadership as it diversifies its revenue stream with the introduction and expansion of new
products and services, including Digital Infrastructure (such as communications products, broadband
Internet access services and financing programs), Digital Sclutions (such as peripheral products and
software) and Digital Services (such as services and support packages and training).

For a discussion of certain risks associated with Gateway’s operations, see “Business — Factors That
May Affect Gateway’s Business and Future Results beginning on page 8 of this Report.

PC Hardware

Gateway offers its customers a broad line of Gateéway-branded PCs and servers. Gateway markets its
PCs with recommended configurations, but customers can also custom-configure PCs with a choice of
microprocessor clock speeds, memory, storage capacities, as well as other options. The following are the
key products within this class:

Desktop PCs. Gateway offers a series of desktop PC products, developed to serve targeted customer
segments. Desktops represented over 60% of net sales in 2001.

Porable PCs. Gateway offers a series of Solo® branded portable PC products to provide portable
computing capabilities for users who operate in both a mobile and networked environment. The systems
can be designed for either home or business use and a number are available with docking stations and
various muitimedia applications. Portables are a gn‘owmg element of Gateway’s busmess representing
about 15% of net sales in 2001.




Servers. Gateway principally offers Gateway-branded servers for business customers. Every Gate-
way server has an adaptable design and can be custom built with a variety of options to fit the customer’s
needs.

Digital Technology Solutions

A key element of Gateway’s growth strategy is expansion of “beyond-the-box” product and service
offerings, which are products and services sold in addition to the base PC. Gateway offers an assortment
of beyond-the-box products and services together with PCs as “digital technology solutions”. Beyond-
the-box offerings include communications products (such as broadband and narrowband Internet access
services), financing programs, peripheral products, software, services and support packages and training.

Digital Infrastructure.

Communications. Gateway offers a variety of Internet access service options and networking
products and services. In November 1997, Gateway became the first major PC manufacturer to offer
nationwide Internet provider service directly to its customers. The gateway.net® Internet service offered
electronic mail, narrowband Internet access, and an array of news, entertainment, family-oriented topics,
weather, sports, Internet tips and tutorials. In October 1999, Gateway entered into a strategic relationship
with America Online, Inc. (“AOL”) to accelerate distribution of each company’s products and services,
including Internet service. During the first quarter of 2001, the Company modified its strategic alliance
with AOL to discontinue the gateway.net service and to convert existing gateway.net customers to the
AQL branded Internet access in order to improve customer experience. The Company continues to
market AOL narrowband Internet access service under the strategic alliance, and as of the end of 2001,
over 1.5 million Gateway customers were using AOL under the strategic alliance.

During 2001, the Company established marketing relationships with 2 number of leading cable
broadband Internet access service providers and began actively marketing broadband Internet access
services to its customers. Adoption of breadband Internet access by customers also presents the Company
with the opportunity to expand its sales of networking products and services, including wired and wireless
solutions and associated installation and maintenance services. By the end of 2001, Gateway was able to
offer cable broadband service to its customers in 60% of the United States and plans to expand its
relationships to cover substantially all of the consumer cable market by the third quarter of 2002. The
Company also intends to expand broadband service offerings for the business market and to establish high
speed (3G) wireless communication service offerings during 2002.

Financing Programs. In 2001, the Gateway finance program, principally through third-party financing
partners, provided over $1.2 billion through financing programs directed toward purchasers of Gateway™
PCs. For business customers, Gateway maintains relationships with a number of leasing companies to
provide leasing options tailored to meet the needs of business customers. During 2001, Gateway
terminated new consumer financing for its own account and now provides financing primarily through its
third-party financing partners.

Digital Solutions.

Peripherals, Software and Other Computer-Related Products. Gateway markets printers, scanners,
digital cameras, personal digital assistants (PDAs), monitors, CD burners, storage devices, surge
protectors and other PC accessories that are manufactured by leading companies in their respective
markets. Gateway also markets a broad range of software offerings, from entertainment and productivity
applicaticns for the consumer market to vertical applications for various segments of the commercial and
institutional markets. Peripherals, software and other computer-related products are sold in all three of
the Company’s sales channels, including online through Gateway’s “Accessory Store” on its website at
http://www.gateway.com, where more than 30,000 SKUs are available.

Digisal Services.

Services and Support. Gateway provides customers with a number of additional offerings beyond the
Company’s standard warranty, service and support packages included with a typical product purchase.
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These fee-based services include extended warranties, repair service and technical support, home and
office installation and integration services, software application support, network support, technology
planning and consulting and outsourcing of IT support for businesses. Gateway has partnered with a
number of third parties to provide and strengthen Gateway’s fee-based service offerings to consumers and
businesses of all sizes. In addition, with its nationwide network of stores, Gateway offers a unique ability
among PC manufacturers to service directly what it sells.

The Company also offers services to enable its customers to create and maintain websites and
conduct business over the Internet. Product offerings range from domain registration to web site design
and hosting, as Gateway offers customized e-commerce sites for commercial accounts that tailor the
product offerings and procurement practices o the customer’s specifications.

Training. Through Gateway’s nationwide network of retail stores, Gateway now has approximately
4,200 classroom seats throughout the country, offering training on general PC usage, popular third-party
software, Internet usage and networking services to consumers, businesses and institutions. Gateway also
offers a unique, Gateway-branded multi-media training solution that combines instructor-led, CD-RCM
and Internet-based training classes that enhances customer convenience and accessibility.

Product Development

Gateway’s expenditures on research and development in each of the last three years were less than
1% of net sales. The Company primarily relies on close and cooperative relationships with a wide range
of third-party suppliers and other technology developers for research, development and engineering and
to evaluate the latest developments in PC and solutions-related digital technology. Gateway believes that
these relationships, together with the Company’s own engineering staff, market information obtained
from Gateway’s direct customer relationships, the flexibility of buiid-to-order manufacturing, low
inventory and short production lead times allow Gateway to rapidly introduce and deliver appealing new
products, product features, software and services to the market. In 2001, Gateway was the first major PC
maker to take orders for PCs with Microsoft Windows XP software pre-installed and to ship PCs with this
operating system directly to its customers. Further, in coordination with leading third-party suppliers,
Gateway works to develop integrated digital solutions designed tc address the perscnal, entertainment
and business needs of its customers. Gateway believes that its strong relationships with its suppliers will
continue to give Gateway access to new technology and enhance its ability to bring the latest technology
to market on a timely basis. Direct relationships with its customers also enable Gateway to obtain
valuable market information, which it uses to assist in developing new product offerings.

Manufacturing

Gateway has designed its manufacturing process to provide a simplified line of products with
standardized recommended configurations as well as products that are “build to order” or custom-
configured to meet customer specifications. Gateway uses production teams to assemble most of its
desktop PCs and servers with each member of a production team trained to do several tasks, increasing
flexibility and efficiency. Gateway also uses third-party suppliers to manufacture portables and certain
desktop PC products on behalf of the Company. Gateway’s production and quality assurance teams
ensure that products meet Gateway'’s quality specifications and applicable regulatory requirements. Each
PC is generally shipped from Gateway’s manufacturing facilities ready-for-use, with an operating system
and certain application software already installed. Replacement parts are also generally shipped directly
from Gateway or its suppliers to its customers.

Gateway’s desktop and portable computer manufacturing operations in North Sioux City, South
Dakota and Hampton, Virginia have been assessed and certified as meeting the requirements of the
International Organization for Standardization (ISO) 90C2. ISO 9002 certification recognizes Gateway’s
compliance with international standards for quality assurance.

Product Warranties end Technical Support

Gateway believes that quality and reliability have become increasingly important to technclogy
buyers’ purchasing decisions. Gateway works closely with its suppliers to develop high-quality
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components, manufactured to Gateway’s specifications. Gateway believes that customers judge quality by
evaluating the performance and reliability of a company’s products, as well as its ability to provide
comprehensive service and support for its PCs. To provide superior service and support to its customers,
Gateway utilizes trained third-party technical support contractors as well as its own customer and
technical support representatives to assist customers with the resolution of technical questions relating to
Gateway’s products.

Product Waerranties. Gateway provides competitive warranty packages on all of its manufactured
products, ranging from one year to five years. In many cases, customers have the option of customizing
their limited warranty to suit their particular needs.

E-Support Selutions. Gateway'’s e-support sclutions approach combines preloaded automated system
diagnostic software and online diagnostic and computer maintenance programs to deliver automnated
technical support for its customers.

Other Technical Support Options. Gateway pmvnd]es a number of other basic technical support
options to its customers through its website, as well as through-a variety of other methods, including
e-mail, fax, and telephone support. Many of these technical support options are available to customers
without charge. To expand the range of choices available to customers, Gateway has also introduced a
number of fee-based support options, ranging from software tutorial services for consumers to advanced
network support for small and medium-sized businesses.

Patents, Trademarks and Mcemses

Gateway holds a number of U.S. and mtemanonal patents and has a number of U.S. and
international patent applications pending. In addition to its own engineering resources, Gateway works
closely with PC component suppliers and other technology developers to develop products based on the
latest PC technology. Patents are sought for inventions that contribute to Gateway’s business and
technology strategy. Gateway has obtained patent licenses for certain technologies where such licenses are
necessary or advantageous, some of which require royalty payments. In addition, Gateway has entered
into patent licenses and cross-licenses to obtain access to other technology, and licenses its own patents
to others in return for royalty payments. Trade secrets developed by Gateway are protected through
formal procedures that include employee agreements and confidentiality agreements with other entities.

Gateway owns and uses 2 number of trademarks on or in connection with its products and services,
including Gateway, Your:)Ware, the “BLACK AND WHITE SPOT” design, the Gateway Stylized Logo,
Gateway Country, gateway.net, Solo, and “You've Got a Friend in the Business”, among others. Many of
these trademarks are registered in the United States and other countries, and numerous trademark
applications are pending in the United States and other countries. Gateway believes the GATEWAY and
the famous “BLACK AND WHITE SPOT” design trademarks have strong brand name recognition in
the United States marketplace and in many countries throughout the world.

Because software used on Company-manufactured PCs generally is not owned by the Company,
Gateway has entered into software licensing arrangements with 2 number of software developers,
including Microsoft Corporation. For example, Gateway has licenses with Microsoft Corporation for
Windows XP, Windows ME, Windows 2000, Windows NT, Windows 98 and Microsoft Office software
products, among others. Software and materials developed by Gateway are protected by copyright in the
United States and internationally.

C@mpeﬁﬁm

The PC industry is highly competitive, especially with respect to pricing and the introduction of new
products and product features. Gateway competes primarily by adding new performance features to
products while minimizing corresponding price increases. Gateway believes its direct sales model,
dedicated retail stores, customer service and support, and sales offering of technology solutions are
additional competitive advantages.




Competitive factors in Gateway’s markets include price, availability of new technology, variety of
products and features offered, availability of products and software, marketing and sales capability, and
service and support. Gateway believes it competes favorably with respect to these factors.

Gateway seeks to achieve a low-cost operating structure to offer products at competitive prices. In
addition to the cost advantages of marketing and selling its products directly tc its customers, Gateway
endeavors to minimize overhead expenses. During the first three quarters of 2001, Gateway operated
manufacturing facilities in South Dakota, Virginia, Utah, Ireland and Malaysia, locations with relatively
low costs associated with facilities, work forces, transportation and taxes. To further reduce costs,
Gateway subsequently closed its manufacturing facility in Utah and its manufacturing facilities in Ireland
and Malaysia in connection with the discontinuance of its international operations. Gateway’s in-house
engineering personnel work closely with component suppliers in developing and implementing new
technology, reducing the investment usually associated with a traditional, in-house research and
development group.

Gateway’s results of operations, however, could be adversely affected if it is not able to introduce new
products or product features as quickly as its competitors or if its competitors offer products with
comparable features at lower prices. In recent years, Gateway and many of its competitors have regularly
lowered prices, and Gateway expects these pricing pressures to continue. In particular, softness in the PC
market in late 2000 and in 2001 has led a number of Gateway’s competitors to aggressively cut pricing to
spur sales and gain market share. The Company adopted a more aggressive pricing and marketing strategy
in its core PC business at the beginning of 2002 to address the competitive environment.

International Operations

During the third quarter of 2001, the Company discontinued its company-owned international
operations outside of North America in order to focus on its core U.S. consumer and business operations.
During 2001, international net sales accounted for 9% of total Company net sales, a decline from 14.2%
net sales in 2000. Prior to the Company’s exit from its overseas markets, Gateway had operated in Europe,
the Middle East and Africa since opening a sales, service and production facility in Dublin, Ireland
through Gateway Ireland Ltd. in 1993, and in the Asia Pacific region since establishing operations in
Japan in 1995. In connection with this decision, Gateway terminated manufacturing operations in Dublin,
Ireland, and Malacca, Malaysia. Gateway has entered into contracts with third-party service providers to
provide technical support and customer service to its customers outside of North America.

In 1999, Gateway entered the Canadian market with product, service and support offerings for
Canadian business, government and education customers. During 2000, Gateway expanded its presence
in Canada with the opening of retail stores to sell products and services to small businesses and
consumers. Although the Company closed its stores in Canada in 2001, it continues to actively market and
sell products and services in Canada directly via telephone, Internet and through a local reseller.

Employees

As of December 31, 2001, Gateway had approximately 14,000 employees in the United States. In
January 2002, the Company announced a workforce reduction to reduce the number of employees in the
United States to approximately 11,500. Gateway believes its employee relations are generally good.

Backliog

Gateway’s backlog of unfilled orders was approximately $55 million at year end 2001 and
approximately $70 million at year end 2000. The Company does not believe that backlog is a meaningful
indicator of sales that can be expected for any pericd, and there can be no assurance that the backlog at
any point in time will translate into sales in any subsequent period, particularly in light of the Company’s
policy of allowing customers to cancel or reschedule orders under certain circumstances.

Seasonality

Gateway's operating results have been subject to seasonality and to quarterly and annual fluctuations.
Factors involved include new product developments or introductions, availability of components, changes
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in product mix and pricing and product reviews and other media coverage. Historically, Gateway’s sales
have increased in the third and fourth quarters due, in part, to back-to-school and holiday spending;
however, in the fourth quarter of 2000 and the third and fourth quarters of 2001 sales did not follow the
historical trend in light of adverse general economic and industry trends and, in the case of the fourth
quarter of 2001, the Company’s focus on increasing margins rather than unit sales at the lower-end of the
market.

Factors That May Affect Gateway’s Business and Future Results

The statements contained in this report contain a number of forward-looking statements based on
current management expectations. In addition to other information contained in this report, the following
factors could affect the Company’s future business, results of operations, cash flows or financial position,
and could cause future results to differ materially from those expressed in any of the forward-looking
statements in this Report.

The PC Market and General Economic and Business Conditions. Gateway’s revenue growth and
profitability depend significantly on the overall demand for personal computers and related products and
services. Since late 2000, general demand for computers and computer-related products has declined as
a result of market maturation and declining economic conditions. This has adversely impacted demand for
Gateway’s products and services. If general economic and industry conditions fail to improve or continue
to deteriorate, demand for the Company’s products could be adversely affected, as could the financial
health of the Company’s suppliers and resellers. In addition, the terrorist attacks that took place on
September 11, 2001 have intensified the economic and political uncertainties that affect the global
economy and the Company’s operating results and financial condition. During the weeks immediately
following the September 11, 2001 attacks, the Company experienced a drop in demand across all markets
and products. Future terrorist attacks, national and international responses to terrorist attacks, and other
acts of war or hostility could materially adversely affect the Company. Continued uncertainty about future
econornic conditions has also made it increasingly difficult to forecast future operating resuits.

Competitive Market Conditions. The Company has encountered increasingly aggressive competition
in its industry with numerous competitors vying for market share. Competition is driven in large part by
price and availability of new technology and products. A number of the Company’s competitors have
aggressively cut prices to spur sales and gain market share in light of recent softness in the PC industry,
particularly in the fourth quarter of 2001. The Company believes it can counter these competitive forces
by reacting more quickly to expected and perceived customer product requirements and desires,
aggressively reducing its own prices, and by maintaining relationships with its suppliers to bring products
quickly to market. There can, however, be no assurance that this strategy will be successful in an
ever-changing marketplace. In addition, while the Company expects the industry trend of declining
average unit prices for PCs to continue, Gateway has mitigated the impact of falling prices and changes
in product mix by continuing to diversify its revenue stream with new products, software bundles, Internet
services, financing and other service and support offerings. However, if lower PC prices are not offset in
the future by increased sales volume or sales of higher-priced PC’s or other products and services or by
reduced costs, Gateway’s profitability could be adversely impacted.

Corporate Restructuring and Infrastructure Requirements. In 2001, the Company embarked on an
aggressive cost reduction strategy that significantly decreased the size of the Company’s infrastructure as
well as on a strategy to transform the Company from a traditional manufacturer of PCs to a leading
provider of personalized digital technology solutions. In particular, during the first and third quarters of
2001, the Company approved restructuring plans to, inter alia, reduce its workforce, close certain retail
locations, consolidate facilities, redefine its information technology strategy, discontinue substantially all
consumer lending activities, and exit certain other activities, including its Company-owned international
operations which accounted for 9% of total Company net sales in 2001. In addition, the Company
curtailed its retail expansicn plans in 2001, closed a number of retail stores, and exited certain indirect
sales activities. In the first quarter of 2002, the Company continued its cost reduction strategy with an
additional announced workforce reduction and further site closures.
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The Company plans to transform itself into a leading provider of personalized digital technology
solutions by better leveraging its existing retail footprint, its brand and its beyond-the-box products and
services. There can be no assurance that the Company’s strategy of focusing on its core domestic markets,
reducing costs and increasing sales of non-PC products and services will be successful in the event of
sustained adverse economic industry conditions. Moreover, the Company’s business creates ongoing
demands for personnel, facilities, information and internal control systems and other infrastructure
requirements. If the Company is unable to maintain and develop its infrastructure while reducing costs,
it could experience disruptions in operations, which could have an adverse financial impact.

Suppliers. Gateway requires a high volume of quality components for its products and solutions
offerings, substantially all of which it obtains from outside suppliers. While Gateway attempts to have
multiple suppliers for such components, in some circumstances it maintains single-source supplier
relationships which may in part be due to the lack of alternative sources of supply. If the supply of a key
material component is delayed or curtailed, Gateway’s ability to ship the related product or solution in
desired quantities and in a timely manner could be adversely affected. In cases where alternative sources
of supply are available, qualification of the sources and establishment of reliable supplies could result in
delays and possible reduction in net sales. In the event that the financial condition of Gateway’s
third-party suppliers for key components were to erode, the delay or curtailment of deliveries of key
material components could occur. Additionally, Gateway’s reliance on third-party suppliers of key
material components exposes the Company tc potential product quality issues that could affect the
reliability and performance of its products and solutions. Any lesser ability to ship its products and
solutions in desired guantities and in a timely manner due to a delay or curtailment of the supply of
material components, or product quality issues arising from fauity components manufactured by
third-party suppliers, could adversely affect the market for its products or solutions and lead to a
reduction in the Company’s net sales. In those instances where the Company relies on offshore suppliers,
including for product assembly and manufacture, risks associated with transportation and other natural or
human factors may disrupt the flow of product.

Product Cycles. Short product life cycles resulting from rapid changes in technology and consumer
preferences and declining product prices characterize the PC industry. Gateway’s internal engineering
personnel work closely with PC component suppliers and other technology developers to evaluate the
latest developments in PC-related technology. However, Gateway may not have access to or the right to
use new technology or may be unable to incorporate such new technology in its products or features in
a timely manner. The increasing reliance on the Internet is creating new dynamics in the computer
industry, causing an emphasis on speed and connectivity rather than stand-alone computing power. As a
new generation of Internet devices and gaming devices is intrcduced, sales of traditional desktop and
other personal computers may be increasingly impacted and Gateway’s products will be subject to
competition from consumer electronics companies, telecommunications companies and other major
consumer competitors,

Access to Tecknology. There can be no assurance that Gateway will continue to have access to existing
or new third-party technology for use in its products. If Gateway or its suppliers are unable to obtain
licenses necessary to use protected technology in Gateway’s products on commercially reasonable terms,
Gateway may be forced to market products without certain desirable technological features. Gateway
could also incur substantial costs to redesign its products around other parties’ protected technology or
to defend patent or copyright infringement actions against Gateway.

E-Commerce. Gateway has developed its e-commerce business in part through investment in existing
companies and continued expansion of its e-commesrce site offering Gateway™ branded products as well
as complementary products from other manufacturers. E-commerce is still a relatively new and emerging
distribution channel whose success is dependent on a variety of factors, including its continued acceptance
by consumers. Gateway’s success using e-commerce depends on such factors as the satisfactory
performance, reliability and availability of Gateway’s web site; the reliability and efficiency of its
computer and communications hardware systems; its ability to compete with a growing number of rival
e-commerce sites; its ability to evolve, update and improve its services and offerings in response to
changing demands; and the consumer demand for its products. Expansion in this area has involved
investment in start-up activities and initial operating losses in this portion of Gateway’s business.
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Risks of Minority Investments. Gateway holds and may consider additional minority investments in
companies having operations or technology in areas within or adjacent to Gateway’s strategic focus. Many
of these investments have been in early stage companies, investment funds or Internet or e-commerce
companies where operations are not yet sufficient to establish them as profitable concerns. Certain of
these investments are in publicly traded companies whose share prices are highly volatile. Adverse
changes in market conditions such as occurred in late 2000 and in 2001, and poor operating results of
certain of these underlying investments have resulted and may in the future result in Gateway incurring
losses or an inability to recover the original carrying value of its investment.

Risks of Acquisitions, Joint Ventures and Strasegic Alliances. Gateway has entered intc certain
strategic alliances, acquired certain businesses that it believes are complementary to its operations and
anficipates making possible acquisitions and entering into possible joint ventures in the future. While
Gateway believes it will effectively integrate such businesses, joint ventures, or strategic alliances with its
own, Gateway may be unable to successfully do so without losing key employees or business relationships.
After incurring substantial costs to launch a retail presence relationship with OfficeMax, Inc., in July 2001
Gateway terminated this retail relationship in accordance with its terms, in part, due to lower than
anticipated sales arising from the relationship. In addition, in the case of acquisitions, Gateway may be
unable to smoothly integrate the acquired companies’ marketing, production, development, distribution
and management systems resulting in the Company’s inability to realize hoped for cost savings and/or
sales growth. Gateway’s operating results could be adversely affected by any problems arising during or
from such process or the inability to effectively integrate any current or future acquisitions.

Invensory Risks. By distributing directly to its customers, Gateway has been able to avoid the need
to maintain high levels of finished goods inventory. This has minimized costs and allows Gateway to
respond more quickly to changing customer demands, reducing its exposure to the risk of product
obsolescence. A decrease in market demand or an increase in supply, among other factors, could result
in higher component inventory levels which could have a negative effect on Gateway’s results of
operations.

Customer or Geographic Sales Mix. Gateway’s results of operations differ depending on the product
sold, the customer segment and the geographic market involved. As a result, Gateway’s profitability in any
fiscal period will depend, in part, on the corresponding mix of customers, products and geographic
markets. In the third quarter of 2001, Gateway exited substantially all of its Company-owned interna-
tional operations.

Item 2. PROPERTIES

Gateway occupies leased space of approximately 125,000 square feet in Poway, California for its
corporate headquarters, along with approximately 11,000 square feet of storage space. The Company
owns space in North Sioux City, South Dakota housing a production facility, customer sales and support
center, training center, administration and warehouse space totaling 857,000 square feet of space. The
Company also leases facilities in North Sioux City used for customer pick-up, manufacturing and
warehouse space.

Gateway owns two facilities with a total of 213,000 square feet of space in Sioux Falls, South Dakota
that serve as a base for the sale and fulfillment of orders for add-on PC components, the receipt of
returned merchandise and the fulfillment of orders for customer replacement parts. The Company alsc
leases space in Sioux Falls and Lake Forest, California for administrative, remanufacturing and
warehcuse operations. Gateway owns a facility in Kansas City, Missouri housing a customer sales and
support center, and leases space in Lakewood, Colorado for an Information Technology and Support
Center, and leases facilities in Hampton, Virginia for manufacturing, customer support, sales, warehouse
space, and office space.

As of January 31, 2002 Gateway leases store space for its 277 retail locations throughout the United
States and is actively seeking to dispose of leases in approximately 40 locations where Gateway has closed
stores.
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Gateway owns a 411,000 square foot facility in Hampton, Virginia that formerly housed manufac-
turing, customer support, sales, warehouse and office space, a 271,000 square foot facility in Sait Lake
City, Utah that formerly housed manufacturing operations, and facilities in Rio Rancho, New Mexico and
Colorado Springs, Colorade that formerly housed customer support centers, each of which is being
actively marketed for sale. The Company continues to be subject to leases for warehouse, office and
distribution facilities in San Diego, Salt Lake City and Lake Forest that are being actively marketed for
sublease. Gateway leases space in Lake Forest, California for its business operations, and has a vacant
manufacturing building and vacant office buildings in Lake Forest which are being actively marketed for
sublease.

The Company exited substantially all of its company-owned international operations outside of
North America in 2001, and currently owns a facility in Dublin, Ireland, its former European
headquarters, which it plans to sell. The Company has exited substantially all of its European leases, and
expects its remaining lease obligations to be settled in 2002. In Asia-Pacific, the Company is in the process
of completing the sale of its former manufacturing facility in Malacca, Malaysia, and has exited all of its
leases in the region.

Management believes that Gateway’s office, manufacturing, and retail store space will be adequate
for its business needs in the foreseeable future.

Item 3. LEGAL PROCEEDINGS

Gateway is a party to various lawsuits and administrative proceedings that arise in the ordinary
course of its business. Gateway evaluates such lawsuits and proceedings on a case by case basis, and its
policy is to vigorously contest any such claims which it believes are without merit. Gateway’s management
believes that the ultimate resolution of any such pending matter will not materially and adversely affect
Gateway’s consolidated financial position, operating results or cash flows.

On December 7, 2000, James Burton (“Burton”) filed a purported class action complaint against
Gateway, one of its former officers, and one director, in the United States District Court for the Southern
District of California for alleged violation of federal securities laws. Since December 2000, six similar
cases have been filed in the same court by other plaintiffs. The complaints were amended to allege among
other things that the defendants misrepresented Gateway’s financial performance in securities filings and
in statements to the public, and purport to be class actions on behalf of purchasers of Gateway’s stock
between April 14, 2000 and February 28, 2001 (the “class period”). The complaints seek damages and
attorneys’ fees. On December 18, 2000, the Court entered an Order directing counsel for the lead
plaintiffs to file a single consolidated complaint within 60 days after the Court’s designation of a “lead
plaintiff.” On April 23, 2001, plaintiffs’ counsel filed 2 Revised Motion to Appoint Perry Capital and
Teachers’ Retirement System of Louisiana as Lead Plaintiff and to Approve Plaintiffs’ Choice of Lead
Counsel, and this motion was granted by the Court on May 18, 2001. On July 16, 2001, the lead plaintiff
filed a consolidated complaint alleging violations of the federal securities laws for the class peried against
Gateway and two former officers. On September 13, 2001, defendants filed a motion to dismiss. On
February 1, 2002, the court entered an order granting defendants’ motion to dismiss, but has allowed the
plaintiffs to file an amended complaint within 60 days.

On March 27, 2001, Bruce Eubank (“Eubank”) filed a shareholder derivative suit on behalf of
Gateway against its Board of Directors and two of Gateway’s former officers in the Supericr Court of the
State of California, County of San Diego. The Eubank complaint alleges among other things that the
defendants breached their fiduciary duties tc Gateway and wasted corporate assets and seeks compen-
satory and punitive damages, an accounting, injunctive relief, and attorney’s fees. On May 15, 2001, Jacob
Scheinhartz (“Scheinhartz”) filed a similar derivative suit in the United States District Court for the
Southern District of California. The Company has filed motions seeking dismissal of the Eubank lawsuit.
Both of these derivative lawsuits have been voluntarily stayed pending motions to dismiss the
consolidated federal class actions.

The Company’s obligation to indemnify its officers and directors under the aforementioned lawsuits
is insured, to the extent of the limits of the applicable insurance policies, subject to potential reservations
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of rights. The Company intends to vigorously defend these actions, and believes that in the event that it
is not fully successful, insurance coverage should be available to defray a portion, or substantially all, of
the expense of defending and settling the lawsuits or paying a judgment. However, the Company is unable
to predict the ultimate outcome of the litigation. There can be no assurance the Company will be
successful in defending the lawsuits or that if unsuccessful, that insurance will be available to pay all or
any portion of the expense of the lawsuits. The Company’s consolidated financial statements do not
include any adjustments related to these matters.

ftem 4. SUBMIEISSEON OF MATTERS TO A VOTE OF SECURITY HOLDERS

Not applicable.
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PART [

Item 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

Market Information

Gateway common stock is quoted on the New York Stock Exchange under the trading symbol
“GTW”. The following table sets forth the quarterly high and low price per share for the Common Stock
as quoted at the close of trading on such date in 2001 and 2000:

High Low

2001:

Istquarter .........ooovieiiiiiiiii i, $23.69 $14.85

2nd quarter ... $19.50 $14.65

3rd QUATLET .. oo vii e e e $1595 § 545

4th QUarter ......ovviiii it e $1022 § 465
2000:

ISt QUATTET oottt eainean $73.00 $53.31

20d qUATteT . ... e $61.31 $46.81

Brdquarter ..ot e $70.94 $48.25

4th QUATEET .. .ottt e $56.98 $16.82

Holders of Record

As of January 30, 2002, there were 4,681 holders of record of the Common Stock. There were no
issued and outstanding shares of the Class A Common Stock as of such date.

Dividends

Gateway management believes the best use of retained earnings is to fund internal growth and for
general corporate purposes. As a result, Gateway has not declared any cash dividends on Common Stock
since it was first publicly registered and does not anticipate paying any cash dividends on Common Stock
in the foreseeable future. :

Gateway is obligated to pay dividends on its Series A Convertible Preferred Stock (“Series A
Preferred Stock”) at the annual rate of 2.92%, payable quarterly, and on its Series C Redeemable
Convertible Preferred Stock (“Series C Preferred Stock”) at the annual rate of 1.5%, payable
semi-annually. The Company is precluded from declaring or paying Common Stock dividends unless all
such dividends have been paid in full on Series A Preferred Stock and Series C Preferred Stock.

Item 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following historical data were derived from the Company’s consolidated financial statements,
which have been audited by PricewaterhouseCoopers LLP, independent accountants. This financial data
should be read in conjunction with the consolidated financial statements and notes thereto beginning on
page 25 of this Report and in conjunction with “Management’s Discussion and Analysis of Financial
Condition and Resuits of Operations” beginning on page 14 of this Report. The information below is not
necessarily indicative of the results of future operations.
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2001 2000 199 1998 1997
(in thousands, except per share data)
Consolidated Statements of
Operations Data:

Netsales..............co..... $ 6,079,524  $9,600,600 $8,964,900 $7,703,279  $6,460,530
Net income (loss) ............. $(1,033,915) $ 241483 $ 427944 § 346399 § 109,797
Net income (loss) per share:

Basic...............o0ens $ (3.20) § 075 3 136 § 111§ 0.36

Diluted .................... $ (3.20) $ 073 $ 132 3§ 1.09 § 0.35
Consclidated Balamce Sheet

Datas
Total assets...............oun. $ 2,986,857 $4,180,645 $3,954,688 $2,890,380  $2,039,271
Long-term obligations, net of

current maturities . . ......... $ — $ 2548 $ 2998 $ 3360 $ 7240
Series C redeemable convertible

preferred stock ............. $ 193109 § — 3 — 3 — 3 —

[tem 7. MANAGEMENT"S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the Consolidated Financial Statements and
the related notes that appear elsewhere in this document.

This Report includes forward-looking statements made based on current management expectations
pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. These
statements are not guarantees of future performance and actual outcomes may differ materially from
what is expressed or forecasted. Factors that could cause future results to differ from the Company’s
expectations include the factors described on page 1 of this Report under “Forward-Looking Statements”
as well as under “Business — Factors that May Affect Gateway’s Business and Future Results” beginning
on page 8 of this Report.

During the fourth quarter of 2000, the Company adopted Securities and Exchange Commission Staff
Accounting Bulletin No. 101 (SAB 101), “Revenue Recognition in Financial Statements.” As a result, the
Company changed its revenue recognition policy retroactive to January 1, 2000 to recognize revenue upon
delivery rather than shipment of products. The cumulative effect of this accounting change was
$11.9 million, net of tax in 2000. The pro forma impact of this accounting change con prior periods is not
material.

Overview

During 2001, Gateway experienced a significant period of transition. In early 2001, management
undertook a strategic review of its business and established the following objectives for the year: simplify
the business, reduce the cost structure and return to a path to long-term sustainable profitability. In
connection with these objectives, the Company discontinued certain unprofitable revenue streams
beginning in the second quarter of 2001 of approximately $200 million quarterly, exited its international
company-owned operations in the third quarter and tock significant restructuring and other actions, which
served to reduce costs and align its operation with its digital technology solutions provider strategy
resulting in charges in 2001 totaling $1.1 billion. See Note 15 to the Consolidated Financial Statements
included herein for further information. The Company has most recently announced that in furtherance
of its cost reduction efforts and alignment of its operations with this strategy, it expects to incur a special
charge of between $75 and $100 million in the first quarter of 2002, related to the closure of select
Company sites and other restructuring actions, including reductions in staffing.

Outlook

The Company intends to regain sales momentum by investing in its core PC business through the
adoption of a more aggressive pricing and marketing strategy in 2002. At the same time, the Company
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intends to continue to develop and refine its digital technology solutions business as a complement to the
more aggressive PC pricing strategy. Based on this strategy, the Company expects to experience a pre-tax
loss, before special charges, for the next few quarters while it prices aggressively to regain market share
in its core PC business. Notwithstanding the expected loss, the Company believes it will exit 2002 with at
least $1.0 billion in cash and marketable securities. This expectation is based on, among other things, a
planned reduction of capital expenditures in 2002 to approximately $100 million, the collection of income
tax refunds of more than $200 million, the Company’s reduced cost structure resulting from the
restructuring activities of 2001 and early 2002 and the net cash outflows associated with restructuring
activities. Actual results may vary depending on the Company’s results of operations.

Critical Accounting Policies and Estimates

Management’s Discussion and Analysis of Financial Condition and Results of Operations discusses
Gateway’s consolidated financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States. The preparation of these financial statements requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and the disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. On an on-going basis,
management evaluates its estimates and judgements, including those related to customer incentives,
product returns, bad debts, inventories, investments, intangible assets, income taxes, financing operations,
warranty obligations, restructuring costs, retirement benefits, and contingencies and litigation. Manage-
ment bases its estimates and judgements on historical experience and on various other factors that are
believed to be reasonable under the circumstances, the results of which form the basis for making
judgements about the carrying values of assets and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates under different assumptions or conditions.

Management believes the following critical accounting policies, among others, affect its more
significant judgements and estimates used in the preparation of its consolidated financial statements.
Gateway records estimated reductions to revenue for customer incentive offerings. Should a greater
proportion of customers redeem incentives than estimated by the Company, additional reductions to
revenue may be required. Gateway maintains allowances for doubtful accounts for estimated losses
resulting from the inability of its customers to make required payments. If the financial condition of
Gateway’s customers were to deteriorate, resulting in an impairment of their ability to make payments,
additional allowances may be required. Gateway provides for the estimated cost of product warranties at
the time revenue is recognized. While Gateway engages in extensive product quality programs and
processes, including actively monitoring and evaluating the quality of its component suppliers, Gateway’s
warranty obligation is affected by product failure rates, material usage and service delivery costs incurred
in correcting a product failure. Should actual product failure rates, material usage or service delivery costs
differ from Gateway’s estimates, revisions to the estimated warranty liability may be required. Gateway
writes down its inventory for estimated obsolescence or unmarketable inventory equal to the difference
between the cost of inventory and the estimated market value based upon assumptions about future
demand and market conditions. If actual future demand or market conditions are less favorable than
those projected by management, additional inventory write-downs may be required. Gateway holds
minority interests in companies having operations or technology in areas within or adjacent to its strategic
focus, some of which are in publicly traded companies whose share prices are highly volatile and some of
which are in non-publicly traded companies whose value is difficult to determine. Gateway records an
investment impairment charge when it believes an investment has experienced a decline in value that is
other than temporary. Future adverse changes in market conditions or poor operating results of
underlying investments could result in losses or an inability to recover the carrying value of the
investments that may not be reflected in an investment’s current carrying value, thereby possibly requiring
an impairment charge in the future. Gateway records a valuation allowance to reduce its deferred tax
assets to the amount that it believes is more likely than not to be realized. While Gateway has considered
future taxable income and ongoing prudent and feasible tax planning strategies in assessing the need for
the valuation allowance, in the event Gateway were to determine that it would not be able to realize all
or part of its net deferred tax assets in the future, an adjustment to the deferred tax assets would be
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charged to income in the period such determination was made. Likewise, should Gateway determine that
it would be able to realize its deferred tax assets in the future in excess of its net recorded amount, an
adjustment to the deferred tax assets would increase income in the period such determination was made.
Resulits of Operations

The following table sets forth, for the pericds indicated, certain data derived from the Company’s
consolidated income statements (dollars in thousands):

Increase Increase

2001 {Decrease) 2000 {Decrease) 199

Netsales..........cooviveent, $ 6,079,524 (37%)  $9,600,600 7% $8,964,900
Grossprofit .........ovoviunt $ 838,192 (59%)  $2,058,994 12% $1,837,222
Percentage of net sales ........ 13.8% 21.4% 20.5%
Selling, general and

administrative expenses...... $ 2,022,122 31% $1,547.701 25% $1,241,552
Percentage of net sales ........ 33.3% 16.1% 13.8%
Operating income (loss) ....... $(1,183,930) $ 511,293 (14%) $ 595,670
Percentage of net sales ........ (19.5%) 5.3% 6.6%
Net income (Ioss) ............. $(1,033,915) $ 241,483 (44%) $ 427944
Net Sales

2001 vs. 2000

Gateway’s net sales declined 37% in 2001 from 2000. The Company shipped approximately 3.6 million
systems in 2001 compared to 5.0 million systems in 2000, representing a decrease of 28%. Domestic net
sales decreased 33% in 2001 from 20C0.

The following table summarizes the Company’s net sales for the periods indicated by geographic
region (dollars in thousands):

Increase
@@ Decrease 2000 {Decrease) 1999

Net sales:
US.Consumer ............... $3,097,375 (43%) $5,401,016 16% $4,660,936
US. Business.......ovveeeunnn. 2,430,815 (14%) 2,836,967 (6%) 3,020,209

Total US...........oiaall, $5,528,190 (33%) $8,237,983 7% $7,681,145
EMEA ... i i, 229,026 (61%) 586,361 5% 556,100
Asia Pacific .................. 322,308 (58%) 776,256 7% 727,655

Consolidated ............... $6,079,524 (37%) $9,600,600 7% $8,964,500

The Company’s net sales were adversely impacted by approximately $200 million per quarter related
to a number of strategic actions taken beginning in the second quarter of 2001 to discontinue certain
non-profitable revenue streams which included, among other things, the closure of certain retail locations,
restructuring international markets, discontinuing lower quality consumer lending, modifying its ISP
business model, and exiting certain indirect sales activities. During the third quarter of 2001, the Company
exited substantially all of its Company-owned international operations. International net sales were 9% of
total Company net sales in 2001.

In the United States, the consumer and business segments represented 51% and 40%, respectively, of
total Company net sales in 2001, and with the exit from substantially all of its Company-owned
international operations, will represent all of net sales in 2002. In the United States, consumer segment
net sales and unit shipments declined 43% and 36%, respectively, in 2001 from 2000. Excluding the impact
of the strategic actions menticned above, domestic consumer net sales declined approximately 34% during

16




2001 from 2000. The Company continued to experience a decline in consumer demand for PC and
PC-related products and services in 2001, which is a continuing trend from the last quarter of 2000. In
addition, the Company experienced a significant reduction in demand immediately following the terrorist
attacks that took place on September 11, 2001, which had an adverse impact on net sales for the third and
fourth quarters of 2001. Management expects that the weak consumer demand in the United States will
continue through at least the remainder of 2002, and will continue to result in intensified pricing pressure
in the industry. In the business segment in the United States, net sales and unit shipments declined by 14%
and 3%, respectively, in 2001 from 2000. The business segment experienced continued growth during 2001
in unit shipments to small and medium business, posting a 4% increase over 2000, while unit shipments
to education customers were up slightly over 2000.

Digital Technology Solutions and Digital Services accounted for $1.2 billion in 2001, or 19% of net
sales, compared to $1.9 billion in 2000, or 20% of net sales. Digital Technology Solutions, previously
referred to as beyond-the-box revenue including Digital Infrastructure, consists of Internet access and
financing solutions, Digital Solutions, consisting of software and peripherals that are common elements of
Gateway’s Your:)ware bundles, and Digital Services, consists of extended warranties, learning or training
and installation offerings.

In 2001, $726 million of beyond-the-box revenue was sold at the point of sale and $433 million was
sold after the point of sale. The decline in beyond-the-box revenue on a year-over-year basis is primarily
attributable to the decline in unit shipments as well as the Company’s decision to discontinue certain
non-profitable revenue streams mentioned above. During the first quarter of 2001, the Company modified
its strategic alliance with America Online, Inc. (AOL) whereby it will convert existing gateway.net
customers to the ACL-branded Internet access in order to improve the customer experience and the
economic return to the Company for such subscribers. In addition, the Company began to participate
earlier in a greater share of recurring income on new prepaid ISP subscribers rather than earning a higher
fee for re-selling prepaid ISP subscriptions at the point of sale and participating in the recurring income
stream at a later date. The change in the strategic alliance has resulted in the Company reporting
substantially less revenue from ISP at the point of sale. This change has the effect of negatively impacting
average selling price, as well as the sales mix percentage of beyond-the-box revenue while favorably
impacting the gross profit percentage of beyond-the-box items.

As part of the strategic reviews of the Company’s direct sales policy and in response to the decline
in consumer demand, the Company curtailed retail expansion plans in 2001 and closed a number of retail
locations. The Company exited 2001 with 296 Gateway stores in the United States as compared to 327 at
the end of 2000, and no store-within-a-store locations as compared to 463 at the end of 2000. As of
January 31, 2002, the Company had 277 stores in the United States.

Average selling price (ASP), which includes PC and non-PC products and services sold at the point
of sale per unit, was $1,527 in the fourth quarter of 2001, up from $1,460 in the third quarter of 20601. This
increase is significantly better than the earlier 2001 sequential quarterly declines experienced by the
Company which is due, in large part, to a richer system mix and lower discounting in the fourth quarter
of 2001. The Company did not report ASP prior to 2001.

Average unit price (AUP) was $1,690 compared to $1,911 in 2000, a decrease of 12%. The Company
experienced an aggressive pricing enviromment triggered by some large competitors beginning in the
fourth quarter of 2000, which resulted in AUP declines in the consumer segment. Management expects
that the pricing environment will continue to be challenging for 2002.

2000 vs. 1999

Gateway’s net sales growth was 7% in 2000 over 1995. The Company shipped approximately
5.0 million systems in 2000 compared to 4.7 million systems in 1599, representing an increase of 7%.
Domestic and international sales grew 7% and 6%, respectively, in 2000 over 1999.

In the United States, the consumer and business segments represented 56% and 30%, respectively, of
total Company sales in 2000. Consumer segment net sales and unit shipments grew 16% and 12%,
respectively, in 2000 over 1999. Consumer net sales were strong the first three quarters of 2000 driven by
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new marketing initiatives, continued retail expansion and sales of beyond-the-box products and services
in addition to PCs. In the fourth quarter, the consumer segment experienced a decline in both net sales
and unit shipments of 1% and 9%, respectively, compared to the fourth quarter of 1999 due to a substantial
decline in consumer demand for PC and PC-related products and services.

Beyond-the-box revenue including software and peripheral sales, Internet access and portal income,
financing, extended warranty and training revenue accounted for $1.9 billion in 2000 sales compared to
$800 million in 1999, or an increase of 150%. Beyond-the-box revenue in 2000 was driven in part by an
expansion in Internet access and portal income through the alliance with AOL and successful delivery of
training programs in the store channel as well as on the Internet.

In connection with its continued retail expansion in the United States, the Company opened 93 retail
stores in 2000 versus 83 in 1999, as well as 463 store-within-a-store locations as part of a strategic alliance
with a retail partner.

The business segment experienced a decline in net sales of 6% and unit shipments by 4% in 2000 over
1999. The segment was reorganized in the second half of 2000 in light of its declining performance to focus
on small and medium businesses, government and education sectors, and this reorganization and related
initiatives led to double-digit business sales gains at the store level in the fourth quarter of 2000.

Average unit price (AUP) was essentially flat in 2000 compared to 1999. The continued diversifica-
tion of the Company’s revenue stream through beyond-the-box initiatives offset declining PC prices
overall in 2000. The Company experienced an aggressive pricing environment triggered by some large
competitors in the fourth quarter of 2000, which resulted in AUP declines in the consumer segment during
the quarter.

During 2000, Europe, Middle East and Africa (“EMEA”) net sales and units increased 5% and 21%,
respectively, over 1999. The Asia Pacific region net sales increased 7% and units 17% in 2000 over 1999.
These increases were principally due to expansion of the number of store-within-a-store outlets.

Gross profit

2001 vs. 2000

Gross profit in 2001 declined to $0.8 billion, a decrease of approximately 59% from 2000. As a
percentage of sales, gross profit for 2001 decreased to 13.8% from 21.4% in 2000. The decline in 2001 is
due in large part to the losses experienced in the first quarter of 2001 on the Company’s consumer
financing portfolio and the costs associated with restructuring decisions during the third quarter of 2001
which included, among other things, the exit of substantially all of its Company-owned international
operations and the closure and consolidation of manufacturing facilities, and increased pricing pressures
throughout 2001.

The Company’s consumer financing operations are reported as net sales in the case of interest and
fee income and cost of goods sold in the case of service fees and finance receivable losses. On February 16,
2001, the Company sold approximately $500 million of finance receivables, consisting of higher rated
credits, to its loan-servicing partner at book value. Later in the first quarter of 2001, the Company’s
remaining consumer financing operations experienced an increase to the provision for loan losses on
financing receivables, resulting in a $75 million operating loss. In addition, while continuing to provide
customer financing, the Company made the decision to sell the substantial balance of its remaining
portfolio. As a result of that decision, the Company recorded an additional charge of $100 million in the
first quarter of 2001 to reduce the carrying value of those receivables to their estimated net realizable
value. See Other Income (loss), net below for discussion of other impacts from the consumer loan
portfolio. Excluding the effects of the consumer financing portfolio on gross profit and the restructuring
costs and other special charges of $116 million and $51 million, in 2001 and 2000, respectively, gross profit
was $1.13 billion in 2001, or 18.6% of net sales, compared to $2.1 billion or 22% of net sales in 2000.
Excluding the effects of the consumer financing portfolio and restructuring costs, the year-over-year
comparisons of gross profit percentage are impacted primarily by the competitive pricing environment
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noted above, the decision to accelerate the sale of international inventory, product line transition costs in
connection with the Company’s move to a more simplified hardware product line, as well as additional
costs associated with the consolidation and closure of three manufacturing facilities. For 2002, the
Company has ceased new direct consumer financing activities, relying primarily on third-party partners.

2000 vs. 1999

Gross profit in 2000 rose to $2.1 billion, an increase of approximately 12% from 1999. As a percentage
of sales, gross profit for 2000 increased to 21.4% from 20.5% in 1999. Year-over-year improved margins
were driven principally by the continued diversification of the revenue stream from the sale of non-PC
services and products and active supplier management.

The Company’s gross finance receivables increased from $299 million at the end of 1999 to
$779 million at December 31, 2000. The Company continually assesses the allowance for losses on a
regular basis with corresponding adjustments made based upon management’s periodic review of
historical experience, the nature and volume of the portfolio, adverse situations that may affect the
customer’s ability to repay and general economic conditions. The Company significantly increased its
allowance during the course of 2000 from $3.6 million at December 31, 1999 to $75 million at
December 31, 2000 primarily due to the increased participation of the Company in finance receivables and
the expansion of the consumer finance program to higher risk categories.

Selling, General and Administrative Expenses

2001 vs. 2000

Selling, general and administrative expenses (SG&A) totaled $2.0 billion in 2001 compared to $1.5
billion in 2000. During 2001, the Company approved restructuring plans which, among other things, have
led to the closure of substantially all of its Company-owned international operations, reduction of its
workforce, closure of certain store locations, consolidation of facilities, redefinition of its information
technology strategy, and the exit from certain other activities. Pre-tax charges of $759 million were
recorded to SG&A to provide for these actions and other related items. During 2000, the Company
recorded special charges totaling $43 million, including the impairment of goodwill, severance costs and
asset write-downs. See Note 15 to the Consolidated Financial Statements included herein for further
information.

Excluding the restructuring and other special charges noted above, SG& A expense would have been
$1.3 billion or 20.8% of net sales in 2001 compared to the $1.5 billicn or 15.7% of net sales in 2000. This
decline in SG&A expense in 2001 compared to 2000 is the result of a combination of the restructuring
decisions made in 2001 and variable cost declines associated with lower sales volume, as well as other cost
reduction efforts. The increase in SG&A as a percentage of net sales is due, primarily, to the de-leveraging
of expenses during the time frame of significant revenue reductions as described above, and to
incremental costs resulting from the execution of the Company’s restructuring plans in 2001.

In July 2001, the Company announced that it was accelerating the implementation of its strategy that
involved transforming the Company from a traditional manufacturer of PCs to a leading provider of
personalized technology solutions by better leveraging Gateway’s existing retail footprint, its brand
position and its beyond-the-box solutions leadership. This acceleration consolidated the Company’s U.S.
Consumer and Business operating units into one sales organization and included the formation of a new
solutions group. As part of this shift, Gateway is turning its U.S. retail locations into local technology
resource centers, serving as hubs for cross-functional sales, service and marketing teams that will provide
customers with unparaileled personalization and local service and support. In August 2001, the Company
announced plans to further align its operations and cost structure with this strategy including, among
other things, the consolidation and closure of certain manufacturing and call center operations in the
United States and the closure of substantially all of its Company-owned international operations.

2000 vs. 1999

SG&A expenses totaled $1.5 billion in 2000 compared to $1.2 billion in 1999. In 2000, the Company
continued to open retail stores, added sales personnel in other channels, experienced an increased
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depreciation charge due to the capitalization of systems infrastructure, and increased marketing in all
segments. As a percentage of net sales, SG&A expenses were 16.1% in 2000, up from 13.8% in 1999.

Operating Income (Loss)

2001 vs. 2000

Operating loss for 2001 totaled $1.2 billion compared to operating income of $511.3 million in 2000.
The operating loss in 2001 resulted principally from the restructuring and other special charges and the
$75 million loss from the consumer financing operations noted above. Excluding the restructuring and
other special charges and the $75 million loss from the consumer financing operations described above,
the Company had an operating loss of approximately $133 million in 2001 compared to the operating
income of $606 million in 20C0.

Operating income in 2001 for the consumer segment was $15 million compared to $624 million in
2000. Business segment operating income in 2001 was $220 million and represented a decrease of 43%
from 2000. The declines in operating income in the consumer and business segments in 2001 were due to
net sales softness and de-leveraging of fixed expenses noted earlier. Internationally, the Company had an
operating loss of $91 million prior to its exit from substantially all of its Company-owned international
operations in 2001 and $50 million in 2000. Non-segment expenses for 2001 totaled $1.3 billion compared
to $445 million in 2600. This increase is primarily the result of an increase in restructuring and other
special charges described above. Operating income for the segments includes SG&A expenses directly
attributable to the segment. Costs excluded from the segments primarily consist of general and
administrative expenses that are managed on a corporate-wide basis, including restructuring and other
special charges.

2000 vs. 1999

QOperating income for 2000 was $511.3 miliion compared to $595.7 million in 1999. Operating income
in 2000 for the consumer segment was $624 million and represented an increase of 32% cver 1999 due to
successful expansion of the beyond-the-box strategy. Business segment operating income in 2000 was
$383 million and declined 19% over 1999, in line with the net sales softness and de-leveraging of fixed
expenses noted earlier. Internationally, the Company had an operating loss of $50 million in 2000
compared to an operating income of $24 million in 1999 due to a challenging competitive environment.
Non-segment expenses for 2000 totaled $445 million compared to $376 million in 1599.

Other Income (Loss), Net

Other income (loss), net includes primarily interest income and expense, gains and losses from the
sale of investments, charges for other than temporary declines of investments and foreign exchange
transaction gains and losses. Other income (loss), net resulted in a loss of $106 million in 2001 including
charges totaling $184 million to write down the carrying value of the Company’s investments and
long-term receivables associated with a strategic restructuring decision, partially offset by income of
$34 millicn associated with the consumer financing portfolio which was sold during the third quarter.
Other income (loss), net resulted in a loss of $103 million in 2000, including a charge of $152 million due
to other than temporary declines in the Company’s investment portfolio. Excluding these items, other
income (loss), net was $43 millicn, $49 million and $68 million in 2001, 2000 and 1999, respectively. The
decrease in other income (loss), net from 1999 was due to higher interest expense in 2001 and gains on
investments in 1999 with no significant corresponding gains in 2000 and 2001.

Income Taxes

The Company recorded a tax benefit of $276 million or 21.4% of the Company’s loss before income
taxes, extraordinary gain, and cumulative change in accounting principle for the year ended December 31,
2001. This tax benefit for 2001 differs from the federal income tax rate of 35% principally due to losses
related to the Company’s foreign operations, certain restructuring and other special charges and the
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establishment of a valuation allowance against deferred tax assets related to unrealized capital losses
associated with the investment impairments. Excluding these items, the effective tax rate for the year 2001
would have been 37% compared to 38% for 2000 and 35.5% for 1999. The effective tax rate for 1999 was
favorably impacted by shifts in the geographic distribution of the Company’s earnings to tax advantaged
international jurisdictions from the United States.

Liguidity amd Capitel Resources

The following table presents selected financial statistics and information for the periods indicated:

2001 2000 1999

T (deoliars M@\msmdls) T
Cash and marketable securities ............ccovnnvennn.. $1,166,054 $614,070 $1,336,371
Days of sales in accounts receivable . .................... 17 20 23
Daysinventoryonhand ................ oot 12 15 8
Days in accounts payable .................. ... o000 34 36 40
Cash conversioncycle ..ot ) 1) )]

At December 31, 2001, the Company had approximately $1.2 billion in cash and marketable
securities. At December 31, 2001, and presently, no amounts were outstanding under the Company’s
unsecured $300 million revolving line of credit and the Company had no long-term debt. As a result of
the Company’s losses in 2001, which included significant restructuring and other special charges,
borrowing availability under the credit facility will be limited from time to time during the term of the
facility. The Company does not have any plans to borrow under the credit facility at this time. Despite
declining market conditions and restructuring activities undertaken in 2001, the current ratio improved
from 1.4 in 2000 to 1.9 in 2001 and the cash conversion cycle improved from minus 1 day in 2000 to minus
5 days in 2001.

The Company used $270 million in cash from operations during 2001, including $218 million of net
loss adjusted for non-cash items. Significant factors impacting cash used in operating activities include
decreases in accounts payable and other Labilities of $571 million offset by decreases in accounts
receivable of $302 million and inventory levels of $195 million. Cash proceeds from the sale, purchase and
collection of financing and notes receivables of $591 million, $196 million from the issuance of a note
payable, which was later extinguished in December 2001 as discussed below, net of payments and
$200 millicn from the issuance of preferred stock were the primary cash inflows. The principal uses of cash
include $199 million for capital expenditures and $283 million to purchase available-for-sale securities.

The Company generated $289 million in cash from operations during 2000, including $551 million of
net income adjusted for non-cash items. Significant factors impacting cash provided by operating activities
include an increase in inventory levels of $123 millicn, an increase in other assets of $131 million, a
decrease in accounts payable and other liabilities of $84 million, and a decrease in accounts receivable of
$76 million. The adoption of SAB 101 increased inventory by $52 million and decreased receivables by
$64 million as of December 31, 2000. Additionally, component inventory increased due to the decline in
fourth quarter demand in 2000. The principal uses of cash included approximately $472 million to
purchase notes and financing receivables net of proceeds received for repayment, $315 million for capital
expenditures and $247 million to purchase investments in unconsolidated affiliates. Cash proceeds from
the sale of marketable securities were $79 million, net of purchases of securities.

The Company generated $731 million in cash from operations during 1999, including $590 million of
net income adjusted for non-cash items. Other significant factors impacting cash provided by operating
activities include an increase in accounts payable and other liabilities of $466 million, partially offset by
an increase in accounts receivable of $116 million, inventory of $24 million and other assets of
$185 million. The Company used approximately $338 million for capital expenditures, $50 million to
purchase investments in marketable securities, net of proceeds of securities sold, $315 million to purchase
financing receivables, net of proceeds received for repayment and $127 million to purchase investments
in unconsolidated affiliates.
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In December 2001, the Company extinguished its convertible note to ACL through the issuance of
50,000 shares of Series C Redeemable Convertible Preferred Stock (the “Series C Preferred Stock™),
resulting in an extraordinary gain of $4.3 million, net of tax. The Series C Preferred Stock bears a 1.5%
annual dividend, paid semi-annually. The third and final funding of Company’s investment agreement with
AOL occurred in December 2001 when the Company issued $200 million of Series A Convertible
Preferred Stock, bearing an annual dividend of 2.92% paid quarterly. The Series A Preferred Stock and
the Series C Preferred Stock are subject to certain limitations on transfer and certain registration rights.
See Note 7 to the Consolidated Financial Statements included herein for further information.

Due to the Company’s significant loss in 2001, an income tax refund in excess of $200 million is
expected in early 2002.

As a result of the restructuring plans described in the Note 15 and 16 to the accompanying
Consolidated Financial Statements, the Company expects future cash outlays of approximately $176 mil-
lion primarily for the exit of its international operations. The total cash outlay is expected to be funded
from existing cash balances and internally generated cash flows from operations. In addition, the
Company expects cash inflows totaling approximately $50 million over the next several quarters as a result
of the sale of certain assets in connection with the Company’s restructuring plan. Execution of the
restructuring plan is anticipated to be substantially complete by the first quarter of 2003.

The following represents contractual commitments associated with operating leases, royalty and
licensing agreements and expected cash flow impacts from the restructurings announced in 2001 and 2002:

Payments due by Period (in millions)

Within 1 Year 2-3 Years 4-5 Years After § Years
Operating leases. ..............covvnunn. $ 65 $ 9 $40 $ 85
Royalty/Licensing agreements............ 175 15 12 23
Restructuring, net ...................... 128 (4 2 —
Total...coveiiii $368 $102 $54 $108

The Company also had Standby Letters of Credit and Guarantees outstanding at December 31, 2001,
amounting to $2.6 million.

The Company has an arrangement whereby it shares in the loss experience of a third-party financing
partner on certain purchases of Gateway products and services. The Company’s maximum exposure
under this loss sharing arrangement is approximately $30 million. Financing origination’s under this
arrangement ended in the second quarter of 2001. The estimated iosses are provided for in the Company’s
financial statements; however, if the actual losses prove to be greater than estimated it could affect the
Company’s future results of operations. The Company believes that the actual results of this loss sharing
arrangement will not materially affect liquidity.

Management believes that the Company’s current sources of working capital, including its expected
income tax refund, will provide adequate flexibility for the Company’s financial needs for at least the next
twelve months. However, any projections of future financial needs and sources of working capital are
subject to uncertainty. See “Forward Looking Statements” and “Business — Factors that May Affect
Gateway’s Business and Future Results” as well as “QOutlook” that could affect the Company’s estimates
of future financial needs and sources of working capital.

The Company continvally evaluates the opportunity to sell additional equity and debt securities,
restructure current debt arrangements or otherwise improve its financial position. The sale of additional
equity, convertible debt or equity securities could have dilutive effects on stockholders. The Company will
also consider the acquisition of or investment in complementary businesses, products, services and
technologies which might affect its liquidity profile or the level of its equity and debt securities. In the
event that the Company desires to engage in any of these activities, there can be no assurances that
financing will be available in amounts or terms that are acceptable.
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New Accounting Pronmouncememnts

In July 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 141 “Business Combinations”(FAS 141)and Statement of Financial Accounting Standards
No. 142 “Goodwill and Other Intangible Assets”(FAS 142). FAS 141 requires all business combinations
initiated after June 30, 2001 to be accounted for using the purchase method. Under FAS 142, goodwill and
intangible assets with indefinite lives are no longer amortized but are reviewed annually (or more
frequently if impairment indicators arise) for impairment. Separable intangible assets that are not deemed
to have indefinite lives will continue to be amortized over their useful lives (but with no maximum life).
The amortization provisions of FAS 142 apply to goodwill and intangible assets acquired after June 30,
2001. With respect to goodwill and intangible assets acquired prior to July 1, 2001, the Company is
required to adopt FAS 142 effective January 1, 2002. The adoption of this new accounting pronouncement
is not expected to have a material impact on the Company’s consolidated ﬁnancxal position or results of
operations.

In August 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (FAS 144), which
supersedes both Statement of Financial Accounting Standards No. 121, “Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of” (FAS 121) and the accounting and
reporting provisions of APB Opinion No. 30, “Reporting the Results of Operations — Reporting the
Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions” (Opinion 30), for the disposal of a segment of a business (as previously defined
in that Opinion). FAS 144 retains the fundamental provisions in FAS 121 for recognizing and measuring
impairment losses on long-lived assets held for use and long-lived assets to be disposed of by sale, while
also resolving significant implementation issues associated with FAS 121. For example, FAS 144 provides
guidance on how a long-lived asset that is used as part of a group should be evaluated for impairment,
establishes criteria for when a long-lived asset is held for sale, and prescribes the accounting for a
long-lived asset that will be disposed of other than by sale. FAS 144 retains the basic provisions of Cpinion
30 on how to present discontinued operations in the income statement but broadens that presentation to
include a component of an entity (rather than a segment of a business). Unlike FAS 121, an impairment
assessment under FAS 144 will never result in a write-down of goodwill. Rather, goodwill is evaluated for
impairment under FAS No. 142, “Goodwill and Other Intangible Assets.”

The Company is required to adopt FAS 144 no later than its first fiscal year beginning after
December 15, 2001. Management does not expect the adoption of FAS 144 for long-lived assets held for
use to have a material impact on the Company’s financial statements because the impairment assessment
under FAS 144 is largely unchanged from FAS 121. The provisions of this statement for assets held for
sale or other disposal generally are required to be applied prospectively after the adoption date to newly
initiated disposal activities and therefore, will depend on future actions initiated by management. As a
result, management cannot determine the potential effects that adoption of FAS 144 will have on the
Company’s financial statements with respect to future disposal decisions. See Note 16 to the Consohdated
Financial Statements included herein for discussion of decisions made in early 2002.

Item 7A. QUANTITATIVE AND QUAIU[TATW]]E DISCLOSURES ABOUT MARKET RISK

During the third quarter of 2001, the Company made the decision to exit substantially all of its
company-owned international operations. Prior to this decision, the Company used foreign currency
forward contracts to hedge foreign currency transactions and probable anticipated foreign currency
transactions. These forward contracts were designated as a hedge of international sales by U.S. dollar
functional currency entities and intercompany purchases by certain foreign subsidiaries. The principal
currencies hedged were the British Pound, Japanese Yen, French Franc, Australian Dollar, Singapore
Dollar and the Deutsche Mark over periods ranging from one to six months. Forward contracts were
accounted for on a mark-to-market basis, with realized and unrealized gains or losses recognized
currently. Gains or losses arising from forward contracts which were effective as a hedge were included
in the basis of the designated transactions. The related receivable or liability with counterparties to the
forward contracts is recorded in the consolidated balance sheet. Cash flows from settlements of forward
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contracts were included in operating activities in the consolidated statements of cash flows. Aggregate
transaction gains and losses inciuded in the determination of net income were not material for any period
presented. As of December 31, 2001, the Company did not hold any forward contracts. Forward contracts
designated to hedge foreign currency transaction exposure of $228 million were outstanding at
December 31, 2000. The estimated fair value of these forward contracts at December 31, 2000 was
$227 million based on quoted market prices.

The Company is generally not subject to material market risk with respect to its investments classified
as marketable securities as such investments are readily marketable, liquid and do not fluctuate
substantially from stated value. Marketable equity securities that have certain regulatory disposal
limitations could contain some market risk. The Company has approximately $36 million of marketable
equity securities as of December 31, 2001. Regarding long-term investments, Gateway holds and expects
to continue to consider investments in minority interests in companies having operations or technology
in areas within Gateway’s strategic focus. Many of these investments are in early stage companies,
investment funds or Internet or e-commerce companies where operations are not yet sufficient to
establish them as profitable concerns. Certain of these investments are in publicly traded companies
whose share prices are highly volatile. Adverse changes in market conditions such as cccurred in years
2000 and 2001, and poor operating results of certain of these underlying investments have resulted and
may in the future result in Gateway incurring losses or an inability to recover the original carrying value
of its investments. As of December 31, 2001, the Company held long term investments of approximately
$88 million.
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Stockholders and Board of Directors of Gateway, Inc.

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all
material respects, the financial position of Gateway, Inc. and its subsidiaries at December 31, 2601 and
2000, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2001, in conformity with accounting principles generally accepted in the United
States of America. In addition, in our opinion, the financial statement schedule listed in the accompanying
index presents fairly, in all material respects, the information set forth therein when read in conjunction
with the related consolidated financial statements. These financial statements and the financial statement
schedule are the responsibility of the Company’s management; our responsibility is to express an opinion
on these financial statements and financial statement schedule based on our audits. We conducted our
audits of these statements in accordance with auditing standards generally accepted in the United States
of America, which require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion,

As discussed in Note 1 to the Consolidated Financial Statements, effective January 1, 2001, the Company
adopted Statement of Financial Accounting Standards No. 133, Accounting for Derivative Instruments
and Hedging Activities. As discussed in Note 1 to the Consolidated Financial Statements, effective
January 1, 2000, the Company changed its revenue recognition policy relating to product shipments.

/s/ PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP

San Diego, California
January 24, 2002, except for the second paragraph of Note 5 — Contingencies, as to which the date is
February 1, 2002
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GATEWAY, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999
(in thousands, except per share amounts)

2001 - 2000 1999

Netsales . ..ovvnrtnrine et $ 6,079,524  $9,600,600  $8,964,900
Costofgoodssold........cooviiiiiiiiiiinnne.. 5,241,332 7,541,606 7,127,678
Gross profit ... 838,192 2,058,994 1,837,222
Selling, general and administrative expenses ........... 2,022,122 1,547,701 1,241,552
Operating income (10SS) ......vvvriierrereeneneenn., (1,183,930) 511,293 595,670
Other income (10ss), Nt ......ovvvvieiierenennenn... (106,383) (102,693) 67,809
Income (loss) before income taxes, extraordinary item

and cumulative effect of change in accounting

principle ... ... (1,290,313) 408,600 663,479
Provision (benefit) for income taxes .................. (275,908) 155,266 235,535
Income (loss) before extraordinary item and cumulative

effect of change in accounting principle ............. (1,014,405) 253,334 427,944
Extraordinary gain on early extinguishment of debt,

netoftax .......... e i, 4,341 —_ —_
Cumulative effect of change in accounting principle,

netoftax ....... ... ... i e (23,851) (11,851) —
Net income (10S8) . .\vveviervin i, $(1,033,915) § 241483 § 427,944
Basic net income (loss) per share:
Income (loss) per share before extraordinary item and

cumulative effect of change in accounting principle ... § (314) $ 079 $ 1.36
Extraordinary item ....... ...ttt 0.01 — —
Cumulative effect of change in accounting principle .... (0.07) (0.04) —
Net income (loss) per basic share .................... $ (320) $ 075 $ 1.36
Diluted net income (loss) per share:
Income (loss) per share before extraordinary item and

cumulative effect of change in accounting principle ... $ (3.14) § 076 § 1.32
Extraordinary em. . ..o v i 0.01 —_ —
Cumulative effect of change in accounting principle. . . .. (0.07) (0.03) —
Net income (loss) per diluted share ................... $ (3.20) $ 073 § 1.32
Weighted average shares outstanding:
BaSIC. oot i e e 323,289 321,742 313,974
Diluted. . ...t e e 323,289 331,320 324,421

The accompanying notes are an integral part of the consolidated financial statements.
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GATEWAY, INC.

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2601 AND 2000
(in thousands, except per share amoumnts)

ASSETS

Current assets:
Cash and cash equivalents. .......... ... .oiiiniiiiiiiiieiiiinnn,
Marketable securities. . ... ..oo it i i i e e e
Accounts receivable, net . ... oot e e e e
Inventory ... .o e e
0212 =3 o 1 1= O A

Total current asSels. . ..ottt ittt e e,
Property, plant and equipment, net...........coviiiiiiiiii i
Intangibles, net ... ..ot e e
Other 288618, MEt. ..ttt ittt ittt tiae e ieiia e

LIABILITIES AND EQUITY

Current habilities:
Accounts PAYADIE . ... e
Accrued Habilities. ... .. ot i e e e
Accrued royalties . .....ooi i e
Other current liabilities . ... ...t i in e

Total current Habilities. .. ... ..ciitiii i i i et eie e
Other long-term liabilities. ......... ...t

Total Habilities. ..ot i i e e e

Commitments and contingencies (Note 5)

Series C redeemable convertible preferred stock, $.01 par value,
$200,000 liguidation value, 50 shares authorized, issued and
outstanding in 2001. . ... ..

Stockholders’ equity:
Series A convertible preferred stock, $.01 par value, $200,000 liquidation
value, 50 shares authorized, issued and outstanding in 2001...........
Preferred stock, $.01 par value, 4,900 shares authorized; none issued and
outStanding. . . ...t e e e
Class A common stock, nonvoting, $.01 par value, 1,000 shares
authorized; none issued and outstanding ..............ooiiiiiia,
Common stock, $.01 par value, 1,000,000 shares authorized; 323,973
shares and 323,955 shares issued in 2001 and 2000, respectively .......
Additional paid-in capital . ............. oo oo
Common stock in treasury, at cost, 552 sharesin 2000 .................
Retained earnings. ... .....covitiiriniii it e e
Accumulated other comprehensive income ............oovivian,

Total stockholders’ equity.........coviiiiii i,

2001 2000
$ 730999  § 483997
435,055 130,073
219,974 544,755
120,270 315,069
616,626 793,166
2,122,924 2,267,060
608,429 897,414
36,304 165,914
219,200 850,257
$2,986,857  $4,180,645
$ 341,122 § 785345
468,609 556,323
135,698 138,446
200,599 179,021
1,146,028 1,659,135
82,636 141,171
1228664 1,800,306
193,109 —
200,000 —
3,239 3,239
731,623 741,646
— (21,948)
616420 1,650,335
13,802 7,067
1,565,084 2,380,339
$2,986,857  $4,180,645

The accompanying notes are an integral part of the consolidated financial statements.
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GATEWAY, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999
{im thousands)

2001 2000 1999

Cash flows from operating activities:
Net income (1088). ..o vviinne e, $(1,033,915) $ 241,483 $ 427944
Adjustments to reconcile net income (loss) to net cash
provided by (used in) operating activities:

Depreciation and amortization ................... 199,976 189,084 134,105
Provision for uncollectible accounts receivable ..... 23,151 25,453 28,334
Deferred income taxes ............. ... (29,831) (82,818) (2,876)
Lossoninvestments. ........c.ocvvuiveennnnnnnnnn 186,745 151,694 —_
Write-down of long-lived assets................ ... 418,304 19,085 —
Cumulative effect of change in accounting principle. 23,851 11,851 —
Extracrdinary gain on extinguishment of debt...... (4,341) — —
Other, net ...t e (1,707) (4,795) 2,381
Changes in operating assets and liabilities:
Accounts receivable. . ......... .. ool 301,630 76,191 (115,822)
IVentOry .« .t e 194,799 (123,196) (23,947)
Other assets. . ..o, 21,729 (131,126) (185,192)
Accounts payable...........ooiiiiiiiiiiien (442,312) (113,800) 181,704
Accrued Habilities ...l (87,714} (55,201) 195,299
Accrued royalties. ........ ..ot (2,747) (15,395) (14,033)
Other liabilities. . .......cvviiiin i ieians (37,957) 100,262 103,157
Net cash provided by (used in) operating activities. . (270,339) 288,772 731,054
Cash flows from investing activities:
Capital expenditures ..................coiiin.. (199,493) (314,804) (338,211)
Investments in other long-term investments.......... — (246,900) (126,931)
(Purchases) sales of available-for-sale securities, net. . . (282,798) 78,988 (49,553)
Proceeds from the sale of financing receivables....... 569,579 54,090 —
Purchase of financing receivables, net of repayments . . (28,476) (463,693) (315,207)
Proceeds from (purchases of) notes receivable........ 50,600 (62,500) —
Other,net ...... .ottt it 189 1,539 (1,384)
Net cash provided by (used in) investing activities . . . . 109,001 (953,280) (831,286)
Cash flows from financing activities: ‘
Proceeds from issuances of notes payable............ 200,000 3,000 —
Principal payments on long-term obligations and notes
pavable. .. ... (3,984) (8,934) (6,287)
Purchase of treasury stock ..ot — (58,992) (122,580)
Proceeds from stock issuance. .............coiiinn.. 200,000 1,775 100,000
Stock options exercised. ........ ..o 9,431 83,346 83,341
Net cash provided by financing activities............... 405,447 20,195 54,474
Foreign exchange effect on cash and cash equivalents . .. 2,893 656 3,602
Net increase (decrease) in cash and cash equivalents. ... 247,002 (643,657) (42,156)
Cash and cash equivalents, beginning of year........... 483,997 1,127,654 1,169,810
Cash and cash equivalents, end of year................ $ 730,999 $ 483,997 $1,127,654

The accompanying notes are an integral part of the consolidated financial statements,
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GATEWAY, INC,

CONSQOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY
AND COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999
(in thousands)

2001 2000 1999
Shares Amount Shares Amount Shares Ameount
Series A preferred stock:
Balance, beginning of year...... — 8 — — 8 — — 3 —
Issuance of preferred stock .. ... 50 200,000
Balance, end of year........... 50 $ 200,000 — 3 — — —
Common stock:
Balance, beginning of year. .. ... 323955 § 3239 320016 $§ 3200 313138 $ 3,131
Stock issuances under employee
plans. ...t 18 — 3,371 34 4,153 42
[ssuance of commeon stock and
WaITANtS. ..o e i e n e — — 568 5 2,725 27
Balance, end of year........... 323,973 § 3,239 323955 § 3239 320016 $§ 3,200
Additional paid-in capital:
Balance, beginning of year. .. ... $ 741,646 $ 656,870 $ 364,421
Stock issuances under employee ‘
plans, including tax benefit of
$1,120, $56,105, and $79,961 in
2001, 2060, and 1999,
respectively................. (11,397) 50,577 92,476
Issuance of common stock and
WaITANtS. . oo v enin e ennn 1,374 34,199 199,973
Balance, end of year........... $ 731,623 § 741,646 $ 656,870
Treasury stock, at cost:
Balance, beginning of year...... 552§ (21,948) 730 $ (51,796) — 3% —
Common stock purchased ...... ‘ ‘ — 1,165 (58,992) 2,884  (122,580)
Stock issuances under employee
plans............ ..ol . (552) 21,948  (1,343) 88,840  (2,154) 70,784
Balance, end of year........... — $ — 552§ (21,948) 730 § (51,796)
Retained earnings:
Balance, beginning of year.'..... $ 1,650,335 $1,408,852 $ 980,908
Net income (loss). ............. ‘ - (1,033,915) 241,483 427,944
Balance, end of year........... $ 616,420 $1,650,335 $1,408,852
Accumulated other comprehensive
income (loss): .
Balance, beginning of vear. . .... . % 7,067 $ (8) $ (4,085)
Foreign currency translation . ... (3,165) (732) 4,941
Unrealized gain (loss) on
available-for-sale securities. . . . 9,900 7,807 (864)
Balance, end of year........... $ 13,802 $ 7,067 $ (8)
Total stockholders’ equity ........ $ 1,565,084 $2,380,339 $2,017,118

The accompanying notes are an integral part of the consolidated financial statements.
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GATEWAY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summsary of Significant Accounting Policies:

Gateway, Inc. (the “Company”) is a direct marketer of personal computers (“PCs”) and PC-related
products and services. The Company develops, manufactures, markets and supports a broad line of
desktop and portable PCs, servers, and PC-related products used by individuals, families, businesses,
government agencies and educational institutions. The Company also offers and supports PC-related
services including training, financing and Internet service.

The significant accounting policies used in the preparation of the consolidated financial statements of
the Company are as follows:

(a) Basis of Presentation:

The consolidated financial statements include the accounts of the Company and its majority owned
subsidiaries. All significant intercompany accounts and transactions have been eliminated. Certain
reclassifications have been made to prior years’ financial statements tc conform to current year
presentation. These reclassifications had no impact on previously reported net income or stockholders’
equity.

(b) Use of Estimates:

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates under different assumptions or conditions.

(c) Cash and Cash Equivalents:

The Company considers all highly liquid debt instruments and money market funds with an original
maturity of three months or less to be cash equivalents. The carrying amount approximates fair value
because of the short maturities of these instruments.

(d) Marketable Securities and Long-Term Investments:

Marketable securities consist of mutual funds, equity securities which are in the process of being
liquidated, commercial paper and debt securities, with market values that approximate their amortized
cost. Long-term investments, including publicly traded equity securities, represent minority investments
in companies having operations or technology in areas within or adjacent to Gateway’s strategic focus.
Certain of the investments carry restrictions on immediate disposition. Marketable securities are classified
as available-for-sale and are adjusted to their fair market value using quoted market prices. Investments
in public companies with restrictions related to the Company’s ability to dispose of the investment within
one year are classified as available-for-sale and are adjusted to their fair value based on one of the
following methods: (i) quoted market prices; (ii) current rates for similar issues; (iii) recent transactions
for similar issues; or (iv) present value of expected cash flows. Unrealized gains and losses are recorded
as a component of accumulated other comprehensive income. Upon disposition of these investments, the
specific identification method is used to determine the cost basis in computing realized gains or losses.
Declines in value that are considered to be other than temporary are reported in other income (loss), net.
Held-to-maturity securities are recorded at amortized cost. Amortization of related discounts or
premiums is included in the determination of other income (loss), net. '

{e) Finance Receivables:

During 2001, the Company made the decision to discontinue substantially all of its own financing of
consumer receivables. See Note 2 for further information.

Finance receivables, included in other current assets and other assets, consist of receivables due from
customer installment purchases of the Company’s products and services net of allowance for losses.
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GATEWAY, INC
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Finance charges on the receivables are recognized using the interest method. Finance charge accruals are
generally suspended on accounts when they become 60 days contractually delinquent. Receivable
origination and commitment fees are deferred and amortized as a component of finance charges over the
life of the related receivable.

The Company maintains an allowance for losses on finance receivables at an amount that it believes
is sufficient to provide for losses in its existing receivables portfolio and that portion of a third-party’s
receivables that is subject to a loss sharing arrangement. The Company has an arrangement whereby it
shares in the loss experience of a third-party financing partner on certain purchases of Gateway products
and services. The allowance is assessed on a regular basis by management and is based upon
management’s periodic review of the collectibility of the receivables with respect to historical experience,
the nature and volume of the portfolio, adverse situations that may affect the customer’s ability to repay
and general economic conditions. Finance receivables are charged to the zllowance for losses when they
are deemed to be uncollectible, generally when the receivable becomes 180 days delinquent.

{f) Inventory:

Inventory, which is comprised of component parts, subassemblies and finished goods, is valued at the
lower of first-in, first-out (FIFQO) cost or market. On a quarterly basis, the Company compares on a part
by part basis, the amount of the inventory on hand and under commitment with its latest forecasted
requirements to determine whether write-downs for excess or obsolete inventory are required. Although
the writedowns for excess or obsolete inventory reflected in the Company’s consolidated balance sheet at
December 31, 2001 and 2000 are considered adequate by the Company’s management, there can be no
assurance that these writedowns will prove to be adequate over time to cover ultimate losses in
connection with the Company’s inventory.

(g) Property, Plant and Equipment:

Property, plant and equipment are stated at cost. Depreciation is provided using the stralght -line
method over the asset’s estimated useful lives, as follows:

Estimated Useful Life (Years)

Office and Production Equipment....................... 3-7

Furniture & FIXtures .........cooiiiiien i, 10

Internal Use Software ...........cooiiiiiiiiii i, 35

VehICles. ..o e e 3

Leasehold Improvements ..............ccoeiiiiiit, 10 or Lesser of Lease Life or
Asset Category Life

Buildings. ... e 35

Upon sale or retirement of property, plant and equipment, the related costs and accumulated
depreciation or amortization are removed from the accounts and any gain or loss is included in the
determination of net income (loss).

(h) Intangible Assets:

Intangible assets are amortized on a straight-line basis over four to ten years. During 2001 and 2000,
the Company recorded charges of $140.0 million and $19.1 million, respectively, related to impairment of
goodwill and related intangibles based on an assessment of the related future net cash flows.

(i) Long-lived Assets:

The Company reviews long-lived assets for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. An asset is considered to be
impaired when the sum of the undiscounted future net cash flows expected to result from the use of the
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

asset and its eventual disposition exceeds its carrying amount. The amount of impairment loss, if any, is
measured as the difference between the net book value of the asset and its estimated fair value.

(i) Royalties:

The Company has royalty-bearing license agreements that allow the Company to sell certain
hardware and software which is protected by patent, copyright or license. Royalty costs are accrued and
included in cost of goods sold when products are shipped cor amortized over the period of benefit when
the license terms are not specifically related to the units shipped.

(k) Warranty:

The Company provides currently for the estimated costs that may be incurred under its standard
warranty obligations.

() Revenue Recognition:

The Company recognizes revenue from product sales upon delivery of the product to its customers.
Revenue from services that are rendered by the Company, such as extended warranty, training and
Internet service, is recognized as the services are provided. Revenue from the sale of services that are
rendered by third parties are generally recognized at the time of sale. For sales involving multiple
elements, revenue is allocated to each element based on fair value. Discounts related to coupons and
mail-in rebates are recorded as a reduction of revenue at the time of sale. Estimates of future product
returns are recorded as a reduction to revenue at the time of sale based on historical experience.

During the fourth quarter of 2000, the Company adopted Securities and Exchange Commission Staff
Accounting Bulletin No. 101 (SAB 101), “Revenue Recognized in Financial Statements.” As a result, the
Company changed its revenue recognition policy effective January 1, 2000 to recognize revenue upon
delivery rather than shipment of products. The cumulative effect of this accounting change was
$11.9 million, net of tax.

(m) Advertising Costs:

Advertising costs are charged to expense as incurred. Advertising expenses were $239.6 million,
$328.0 million, and $256.8 million for 2001, 2000 and 1999, respectively.

(n) Income Taxes:

The provision for income taxes is computed using the liability method, under which deferred tax
assets and liabilities are recognized for the expected future tax consequences of temporary differences
between the financial reporting and tax bases of assets and liabilities. Deferred tax assets are reduced by
a valuation allowance when it is more likely than not that some portion or all of the deferred tax assets
will not be realized.

(o) Net Income (Loss) Per Share (in thousands):

Basic earnings per common share is computed using the weighted average number of common shares
outstanding during the period. Diluted earnings per common share is computed using the combination of
dilutive common stock equivalents and the weighted average number of common shares outstanding
during the period. Diluted shares for the year ended December 31, 2001, exclude 2,703 weighted average
incremental shares related to employee and director common stock options, Series A convertible
preferred stock and non-employee warrants. The Series C Redeemable Convertible Preferred Stock is
contingently convertible and therefore is not included in calculating earnings per share as the contingency
has not been met as of December 31, 2001. The number of weighted average incremental shares related
to employee and director common stock options excluded from the dilutive calculation for the year ended
December 31, 2000 and 1999 were 14,077 and 1,549, respectively. These shares have been excluded from
the calculation as their effect is antidilutive.
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The following table sets forth a reconciliation of shares used in the computation of basic and diluted
earnings per share (in thousands):

2001 2000 1999
Weighted average shares for basic earnings per share...... 323,289 321,742 313,974
Dilutive effect of stock options ................ ... — 9,578 10,447
Weighted average shares for diluted earnings per share. ... 323,289 331,320 324,421

(p) Stock-based Compensation:

The Company measures compensation expense for its employee and non-empiocyee director
stock-based compensation using the intrinsic value method. Compensation charges related to other
non-employee stock-based compensation are measured using fair value methods.

(q) Derivative Instruments, Hedging Activities and Foreign Currency:

The Company considers the U.S. dollar to be its functional currency for certain of its international
operations and the local currency for all others. For subsidiaries where the local currency is the functional
currency, the assets and liabilities are translated into U.S. dollars at exchange rates in effect at the balance
sheet date. Income and expense items are translated at the average exchange rates prevailing during the
period. Gains and losses from translation are included in “Accumulated other comprehensive income.”
Gains and losses resulting from remeasuring monetary asset and liability accounts that are denominated
in currencies other than a subsidiary’s functional currency are included in “Other income (loss), net.”

During the third quarter of 2001, the Company made the decision to exit substantially all of its
company-owned international operations. Prior to this decision, the Company used foreign currency
forward contracts to hedge foreign currency transactions and probable anticipated foreign currency
transactions. These forward contracts were designated as a hedge of international sales by U.S. dollar
functional currency entities and intercompany purchases by certain foreign subsidiaries. The principal
currencies hedged were the British Pound, Japanese Yen, French Franc, Australian Dollar, Singapore
Dollar and the Deutsche Mark over periods ranging from cne to six months. Forward contracts were
accounted for on a mark-to-market basis, with realized and unrealized gains or losses recognized
currently. Gains or losses arising from forward contracts which were effective as a hedge were included
in the basis of the designated transactions. The related receivable or liability with counterparties to the
forward contracts was recorded in the consolidated balance sheet. Cash flows from settlements of forward
contracts are included in operating activities in the consolidated statements of cash flows. Aggregate
transaction gains and losses included in the determination of net income (loss) are not material for any
period presented. As of December 31, 2001, the Company did not hold any forward contracts. Forward
contracts designated to hedge foreign currency transaction exposure of $228 million were outstanding at
December 31, 2000. The estimated fair value of these forward contracts at December 31, 2000 was
$227 million based on quoted market prices.

In the first quarter of 2001, the Company adopted Statement of Financial Standards No. 133
“Accounting for Derivative Instruments and Hedging Activities” (FAS 133). Under FAS 133, as
amended, all derivative instruments (including certain derivative instruments embedded in other
contracts) are recognized in the balance sheet at their fair values. Changes in fair values are recognized
immediately in earnings unless the derivatives qualify as hedges of future cash flows. For derivatives
qualifying as hedges of future cash flows, the effective portion of changes in fair value is recorded
temporarily in accumulated other comprehensive income (loss), then recognized in earnings along with
the related effects of the hedged items after the transaction occurs. Any ineffective portion of a hedge is
reported in earnings as it occurs.

The Company uses foreign currency forward contracts to hedge foreign currency transactions. These
forward contracts are designated as cash flow hedges and generally have three to six month terms.
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Additicnally, the Company holds warrants as investments in connection with certain strategic relation-
ships. On January 1, 2001, the Company’s financial statements were adjusted by $37 million, of which
$4 million related to the Company’s hedges and warrants mentioned above, to record the cumulative
effect of adopting this accounting principle.

(r) Segment Data:

The Company reports segment data based on the management approach which designates the
internal reporting that is used by management for making operating decisions and assessing performance
as the source of the Company’s reportable operating segments.

(s) New Accounting Pronouncements:

In July 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 141 “Business Combinations” (FAS 141) and Statement of Financial Accounting Standards
No. 142 “Goodwill and Other Intangible Assets” (FAS 142). FAS 141 requires all business combinations
initiated after June 30, 2001 to be accounted for using the purchase method. Under FAS 142, goodwill and
intangible assets with indefinite lives are no longer amortized but are reviewed annually (or more
frequently if impairment indicators arise) for impairment. Separable intangible assets that are not deemed
to have indefinite lives will continue to be amortized over their useful lives (but with no maximum life).
The amortization provisions of FAS 142 apply to goodwill and intangible assets acquired after June 30,
2001. With respect to goodwill and intangible assets acquired prior to July 1, 2001, the Company is
required to adopt FAS 142 effective January 1, 2002. The adoption of this new accounting pronouncement
is not expected to have a material impact on the Company’s consolidated financial position or results of
operations.

In August 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 144, “ Accounting for the Impairment or Disposal of Long-Lived Assets” (FAS 144), which
supersedes both Statement of Financial Accounting Standards No. 121, “Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets tc Be Disposed Of” (FAS 121) and the accounting and
reporting provisions of APB Opinion No. 30, “Reporting the Results of Operations — Reporting the
Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions” (Opinion 30), for the disposal of a segment of a business (as previously defined
in that Opinion). FAS 144 retains the fundamental provisions in FAS 121 for recognizing and measuring
impairment losses on long-lived assets held for use and long-lived assets to be disposed of by sale, while
also resolving significant implementation issues associated with FAS 121, For example, FAS 144 provides
guidance on how a long-lived asset that is used as part of a group should be evaluated for impairment,
establishes criteria for when a long-lived asset is held for sale, and prescribes the accounting for a
long-lived asset that will be disposed of other than by sale. FAS 144 retains the basic provisions of Opinion
30 on how to present discontinued operations in the income statement but broadens that presentation to
include a component of an entity (rather than a segment of a business). Unlike FAS 121, an impairment
assessment under FAS 144 will never result in a write-down of goodwill. Rather, goodwill is evaluated for
impairment under FAS No. 142, “Goodwill and Other Intangible Assets.”

The Company is required to adopt FAS 144 no later than its first fiscal year beginning after
December 15, 2001. Management does not expect the adoption of FAS 144 for long-lived assets held for
use to have a material impact on the Company’s consolidated financial position or results of operations
because the impairment assessment under FAS 144 is largely unchanged from FAS 121. The provisions
of this statement for assets held for sale or other disposal generally are required to be applied
prospectively after the adoption date to newly initiated disposal activities and therefore, will depend on
future actions, if any, initiated by management. As a result, management cannot determine the potential
effects that adoption of FAS 144 will have on the Company’s consolidated financial position or results of
operations with respect to future disposal decisions. See Note 16 for a discussion of decisions made in
early 2002.

35




GATEWAY, INC
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2. Fimance Receivables:

Finance receivables, included in other current assets and other assets, consist of receivables due from
customer installment purchases of the Company’s products and services net of allowance for losses. In
February 2001, the Company sold approximately $500 million of financing receivables to a third party at
book value with no recourse. Subsequently, management decided that, while it will continue to offer
customer financing, it discontinued providing customer financing to lesser quality credits. In March 2001,
management made the further decision to sell the substantial balance of its remaining financing
receivables portfolio consisting of such lesser quality credits. As a resuit of this decision, in the first
quarter the Company recorded an additional charge of $100 million, included in cost of goods sold, to
reduce the carrying value of these receivables to their estimated net realizable value. From the date of the
decision to sell to completion of the sale, the Company recorded $34 million of income in other income
(loss), net related to the portfolio.

At December 31, the components of net finance receivables were as follows (in thousands):

2001 2009
Gross Finance Receivables. .. ..ottt ieeeeininnnnns $9,907 $779,117
Unearned Income ..........iitiii it e (2,351)
Finance Receivables, net .......covvtirinrinii e ereennennn, ... 5,507 776,766
Less current portion ...........ooiiiiiiiii i 9907 361,112
Amounts due after One Year Net . ........veueeierenenrreneennnnns — $415,654

3. Financing Arrangements:

The Company maintains an unsecured credit facility with certain banks aggregating $300 million,
consisting of a revolving line of credit facility and a sub-facility for letters of credit which expires in
October 2004. As of December 31, 2001 and 2000, the revolving line of credit facility had no amounts
outstanding. The Company has not had any loans outstanding under this credit facility. Borrowings under
the credit facility are available subject to compliance with certain covenants. As a result of the Company’s
losses in 2001, which include significant restructuring and other special charges, borrowing availability
under the credit facility will be limited from time to time during the term of the facility. The Company
does not have any plans to borrow under the credit facility at this time.
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4, Marketable Securities and Long-Term Investments:

At December 31, 2001 and 2000, the carrying value of the Company’s short-term and long-term
investments is as follows (in thousands):

2001
Cumulative
Other Effect of
Gross Gross than Change in
Unrealized Unrealized Temporary Accounting Carrying
Cost Gains Losses Declines Principle Value

Equity ......... ... ... ... $ 26,409 $14,114 $§ — $ (4,225) $ — $ 36,298

State and municipal . . ........ 3,070 — — — — 3,070

Mortgage-backed securities. . . . . 55,781 341 — — — 56,122

US Government and agencies . . . 189,158 524 95) — — 189,587

Corporate securities. . . ....... 149,486 624 (132) — — 149,978

Total marketable securities . . . . . $423,904 $15,603 $(227) $ (4225) $ — $435,055
Publicly traded equity

investments .............. $126,432 $ 1,418 $(181) $ (76,412) 5 — $ 51,257

Other long-term investments. . . . 127,590 — — (57,347) (33,330) 36,913

Total long-term investments . . . . $254,022 $ 1,418 $(181) $(133,759) $(33,330) $ 88,170

2000
Gross Gross
Unrealized  Unreslized Other than Carrying
Cost Gains Losses Temporary Declines Value

EQUItY .. it i e $ 1400 $ — $(129) $ (1,091) $ 180

Mutual funds. .. ..o v 117,462 - (389) — 117,073

US Government and agencies. . ............. 5,000 — — — 5,000

Corporate securities . ... .................. 7,820 — — — 7,820

Total marketable securities . . .. ............. $131,682 $ — $(518) $ (1,091) $130,073

Publicly traded equity investments. . .......... $181,403 $7,472 $(141) $ (51,694) $137,040

Other long-term investments. . .. ............ 302,103 — — (100,000) 202,103

Total long-term investments . ............... $483,506 $7.472 $(141) $(151,694) $339,143

H

The Company’s investments in debt securities consist of state and municipal securities, US
Government and agencies and corporate securities. The following table summarizes debt maturities at
December 31, 2001 (in thousands):

Amortized Cost Carrying Value

Less tham Ofe YEaT . ... cuuur et eiriiiniannenenaneneens $110,742 $110,993
Duein 1-2 years ... cv ittt it e 225,480 226,139
Due in 2-5 Years . ..ottt e e 5,492 5,503

$341,714 $342,635

Due to other than temporary declines in the market value of its investment portfolio, the Company
recorded a pre-tax charge of $134 million and $152 million in 2001 and 2000, respectively. As discussed
in Note 1, on January 1, 2001, the Company adopted Statement of Financial Accounting Standards No.
133 “Accounting for Derivative Instruments and Hedging Activities”. As a result of this adoption, the
Company’s financial statements were adjusted by $37 million, of which $33 million related to the
Company’s long-term investments, to record the cumulative effect of this statement.
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5. Commitments, Contingencies and Concenirations:
Commitments:

The Company leases certain operating facilities and equipment under noncancelable operating leases
expiring at various dates through 2027. Rent expense was approximately $84 million, $89 million and
$53 million for 2001, 2000 and 1999, respectively.

Future minimum lease and royalty payments under terms of operating leases and royalty agreements
as of December 31, 2001 are as follows (in thousands):

QOperating Royalty

Leases Agreements
2002 . e $ 65,127 $175,306
2008 . e e e e i e s 55,057 8,650
2004 L e e e e e e e 36,247 6,100
200 L e e e e e e e e 22,693 6,100
2000 . e e e e e e e e 17,370 6,100
Thereafter . . oot e e e e e e e e 84,786 22,925
XY R $281,280 $225,181

Total future minimum operating lease commitments and royalty payments at December 31, 2000
were approximately $390 million and $230 million, respectively.

The Company has entered intc licensing and royalty agreements that allow it to use certain hardware
and software intellectual properties in its products. Total royalty expense is expected to be greater than
this minimum amount for these periods.

The Company has an arrangement whereby it shares in the loss experience of a third-party financing
partner on certain purchases of Gateway products and services. The Company’s maximum exposure
under this loss sharing arrangement is approximately $30 million. The estimated losses are provided for
in the Company’s financial statements; however, if the actual losses prove to be greater than estimated it
could affect the Company’s future results of operations.

Contingencies:

The Company hac Standby Letters of Credit and Guarantees outstanding at December 31, 2001,
amounting to $2.6 million.

On December 7, 2000, James Burton (“Burton”) filed a purported class action complaint against
Gateway, one of its former officers, and one director, in the United States District Court for the Southern
District of California for alleged violation of federal securities laws. Since December 2000, six similar
cases have been filed in the same court by other plaintiffs. The complaints were amended to allege among
other things that the defendants misrepresented Gateway’s financial performance in securities filings and
in statements to the public, and purport to be class actions on behalf of purchasers of Gateway’s stock
between April 14, 2000 and February. 28, 2001 (the “class period”). The complaints seek damages and
attorneys’ fees. On December 18, 2000, the Court entered an Order directing counsel for the lead
plaintiffs to file a single consolidated complaint within 60 days after the Court’s designation of a “lead
plaintiff.” On April 23, 2001, plaintiffs’ counsel filed a Revised Motion to Appoint Perry Capital and
Teachers’ Retirement System of Louisiana as Lead Plaintiff and to Approve Plaintiffs’ Choice of Lead
Counsel, and this motion was granted by the Court on May 18, 2001. On July 16, 2001, the lead plaintiff
filed a consolidated complaint alleging violations of the federal securities laws for the class period against
Gateway and two former officers. On September 13, 2001, defendants filed a motion to dismiss. On
February 1, 2002, the court entered an order granting the defendants’ motion to dismiss, but has allowed
the plaintiffs to file an amended complaint within 60 days.
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On March 27, 2001, Bruce Eubank (“Eubank”) filed a shareholder derivative suit on behalf of
Gateway against its Board of Directors and two of Gateway’s former officers in the Superior Court of the
State of California, County of San Diego. The Eubank complaint alleges among other things that the
defendants breached their fiduciary duties to Gateway and wasted corporate assets and seeks compen-
satory and punitive damages, an accounting, injunctive relief, and attorney’s fees. On May 15, 2001, Jacob
Scheinhartz (“Scheinhartz”) filed a similar derivative suit in the United States District Court for the
Southern District of California. The Company has filed motions seeking dismissal of the Eubank lawsuit.
Both of these derivative lawsuits have been voluntarily stayed pending motions to dismiss the
consolidated federal class actions.

The Company’s obligation to indemnify its officers and directors under the aforementioned lawsuits
is insured, to the extent of the limits of the applicable insurance policies, subject to potential reservations
of rights. The Company intends to vigorously defend these actions, and believes that in the event that it
is not fully successful, insurance coverage should be available to defray a portion, or substantially all, of
the expense of defending and settling the lawsuits or paying a judgment. However, the Company is unable
to predict the ultimate outcome of the litigation. There can be no assurance the Company will be
successful in defending the lawsuits or if unsuccessful, that insurance will be available to pay all or any
portion of the expense of the lawsuits. The Company’s consolidated financial statements do not include
any adjustments related to these matters.

Additionally, the Company is party to various lawsuits and administrative proceedings arising in the
ordinary course of business. The Company evaluates such lawsuits and proceedings on a case-by-case
basis, and its policy is to vigorously contest any such claims which it believes are without merit. The
Company’s management believes that the ultimate resolution of such pending matters will not materially
and adversely affect the Company’s business, financial position, results of operations or cash flows.

Concentrations:

Gateway participates in the PC and related products and services industries that are characterized by
aggressive pricing practices, continually changing customer demand patterns and rapid technological
developments. Gateway’s operating results could be adversely affected should the Company be unable to
successfully anticipate customer demand accurately; manage its product transitions, inventory levels and
manufacturing process efficiently; distribute its product and solutions quickly in response to customer
demand; differentiate its products and solutions from those of its competitors or compete successfully in
the markets for its new products and solutions.

Gateway depends on many third-party suppliers for key components contained in its product and
solutions offerings. For some of these components, Gateway may only use a single source supplier, in part
due to the lack of alternative sources of supply. If the supply of a key material component is delayed or
curtailed, Gateway’s ability to ship the related product or solution in desired quantities and in a timely
manner could be adversely affected possibly resulting in reductions in net sales. In cases where alternative
sources of supply are available, qualification of the sources and establishment of reliable supplies could
result in delays and possible reduction in net sales. In the event that the financial condition of Gateway’s
third-party suppliers for key components was to erode, the delay or curtailment of deliveries of key
material components could occur. Additionally, Gateway’s reliance on third-party suppliers of key
material components exposes the Company to potential product quality issues that could affect the
reliability and performance of its products and solutions. Any lesser ability to ship its products and
solutions in desired quantities and in a timely manner due to a delay or curtailment of the supply of
material components, or product quality issues arising from faulty components manufactured by
third-party suppliers, could adversely affect the market for the Company’s products or solutions and lead
to a reduction in the Company’s net sales. :
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6. Income Taxes:

The components of the provision for income taxes are as follows (in thousands):

2091 2000 1999
Current:
United States.........coveeiiiiineinnneann., $(275,869) $241,876 $238,799
FOTeign ..ot v e e 15,964 (3,792) (388)
Deferred:
United States .....oovieier e iiiiie i (166,329) (73,295) (13,850)
FOreign .. ooo it i e 42,589 (9,523) 10,974
Change in valuation allowance................... 107,737 — —
$(275,908) $155,266 $235,535

A reconciliation of the provision for income taxes and the amount computed by applying the federal
statutory income tax rate to income (loss) before income taxes is as follows (in thousands):

2008 2000 1999
Federal income tax at statutory rate ................ $(451,610) $143,010 $232,218
Losses from foreign operations. ..............c...n. 123,935 — —
Increase in valuation allowance .................... 107,737 — —
State income tax, net of federal benefit ............. (26,423) 9,854 10,745
L0211 o+ 1= S P (29,547) 2,402 (7.428)
Provision for income taxes .......oovvivierrnnnnnn. $(275,908) $155,266 $235,535

Deferred tax assets and deferred tax liabilities result from temporary differences in the following
accounts (in thousands):

2001 280
U.S. deferred tax assets:
BN 11 i $ 10,995 $ 7,941
AcCoUunts TeCeivabIE . ... ot e e e 6,899 29,208
Accrued labilities................... O, 102,236 117,529
Other Habilities . . ..ottt it i it it i et et ettt 38,556 56,463
L0411y g 11T 3 O 36,887 —_
Operating loss carryforwards . .......oovinniiii i eennnenn 24,394 —
Propeity, plant and equipment. . ........c.cviiiveieiiinieien e 31,106 —
B4R 4 =) 11 115,316 56,676
3 173 U AP 9,906 8,291
Total UL S, o e e e et e e 376,295 276,108
Foreign deferred tax assets:
Operating loss carryforwards ..........cvviiiiiiiiiniiiiiiena, — 35,583
L 11 Y=Y — 7,006
Total foreign . ... e — 42,589
Total deferred tax @886 ..o vt vt in ittt i i ittt et e e i 376,295 318,697
U.S. deferred tax liabilities:
Intangible @SSets ... .vverr it i e e e — 60,001
Property, plant & equipment .......... ..o i — 23,587
L1175 O 5,386 1,768
Total deferred tax liabilities .. ....ccovtiiirin i i i it it ann 5,386 85,356
Valuation allowance . . ...ttt e e (167,737) —
Net deferred 1aX 8518 . vt vttt it ittt ittt ittt ie e e ietianeenns $ 263,172 $233,341
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The Company has a federal net operating loss carryforwards of $25 million that expires after 2021
and state net operating loss carryforwards of $339 million that expire between 2006 and 2021, depending
on each state’s law. Although realization of the net deferred tax assets is not assured, management
believes that it is more likely than not that the net deferred tax assets recorded will be realized.

The Company has established a valuation allowance for certain deferred tax assets resulting from
unrealized investment losses. Management believes that, based on a number of factors, the available
objective evidence creates sufficient uncertainty regarding the realizability of these assets. The realization
of these deferred tax assets is dependent upon the Company’s ability to recover these investment losses
or generate future capital gains.

7. Preferred Stock and Preferred Share Purchase Rights Plam:

The Company has 5,000,000 shares of preferred stock authorized for issuance in one or more series,
at a par value of $.01 per share. In conjunction with the distribution of Preferred Share Purchase Righits,
the Company’s Board of Directors designated 1,000,000 shares of preferred stock as Series B Junior
Participating Preferred Stock and reserved such shares for issuance upon exercise of the Preferred Share
Purchase Rights. At December 31, 2001 no shares of Series B Junior Participating Preferred Stock were
outstanding.

On January 19, 2000, the Board of Directors implemented a Preferred Share Purchase Rights Plan
(Rights Plan) to protect stockholders’ rights in the event of a proposed non-consensual takeover of the
Company believed not to be in the stockholders’ best interests.. Under the Rights Plan, the Company
declared a dividend of one preferred share purchase right (a Right) for each share of the Company’s
common stock outstanding. Pursuant to the Rights Plan, each Right entitles the registered holder to
purchase from the Company a one one-thousandth share of Series B Junior Participating Preferred Stock,
$0.01 par value per share, at a purchase price of $350. In general, with certain exceptions, the Rights are
exercisable only if a person or group (an Acquiring Person) acquires beneficial ownership of 15% or more
of the Company’s outstanding shares of common stock. Upon exercise, holders, other than Acquiring
Person, will have the right, subject to termination, to receive the Company’s common stock or other
securities, cash or other assets having a market value, as defined, equal to twice such purchase price. The
Rights, which expire on January 18, 2010, are redeemable in whole, but not in part, at the Company’s
option for a price of $0.001 per Right.

During 1999, the Company entered into a strategic relationship with America Online, Inc. (“AQL”)
to leverage certain of the companies’ sales and distribution channels and capabilities. As a part of the
agreement, ACL agreed to invest $800 million in the Company over a three-year period. In December 1999,
the Company sold $200 million of common stock to AOL for cash and shares of ACL as the first closing.

On February 2, 2001, the Company received $200 million in exchange for a convertible note due
December 22, 2020 in connection with the second closing of the investment agreement with ACL. In
December 2001, this convertible note was extinguished through the issuance of 50,000 shares of
non-voting Series C Redeemable Convertible Preferred Stock (“Series C Preferred Stock”). The Series
C Preferred Stock had a fair value on the date of issuance of approximately $193 million which resulted
in an extraordinary gain of $7 million or $4.3 million, net of taxes. The fair value of $193 million will be
accreted to the face value of $200 million through 2004 using the interest method. This accretion will be
taken into account in determining net income (loss) attributable to common stockholders for the purposes
of computing earnings per share. The Series C preferred stock bears dividends at an annual rate of 1.5%
paid semi-annually. The holder can put the Series C Preferred Stock tc the Company in December 2004,
2009 and 2014 at face value and the Company can satisfy this put option in cash or registered common
stock at its option. The holder can convert the Series C Preferred Stock to 5,938,948 shares of common
stock at anytime prior to December 2014, provided the Company’s common stock trades over $33.68 for
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5 consecutive days. In addition, the Company can redeem the Series C Preferred Stock at any time after
December 2004 for the face value plus accrued and unpaid dividends.

The Company issued 50,000 shares of non-veting Series A Convertible Preferred Stock (“Series A
Preferred Steck”) to AOL in exchange for $200 million in December 2001. This issuance was the third and
finral funding under the investment agreement which, among other things, reduced the total investment
amount to $600 million for AOL. The Series A Preferred Stock will automatically convert into common
stock of the Company on the third anniversary of its issuance at a conversion rate between $8.99 and
$10.07 per share based on the fair value of the Company’s common stock at the date of conversion. The
preferred stock is convertible earlier than the third anniversary of issuance at the option of AOL in the
event of certain circumstances. The Series A Preferred Stock bears dividends at an annual rate of 2.92%
paid guarterly.

. 8. Stock Option Plans, Employee Stock Purchase Plan and Warramé:

The Company maintains various stock option plans for its employees. Employee options are
generally granted at the fair market value of the related common stock at the date of grant. These options
generally vest over a four-year period from the date of grant. In addition, these options generally expire,
if not exercised, ten years from the date of grant. The Company also maintains option plans for
ncn-employee directors. Option grants to non-employee directors generally have an exercise price equal
to the fair market value of the related common stock on the date of grant. These options generally vest
over cne to three-year periods and generally expire, if not exercised, ten years from the date of grant.

For all of the Company’s stock option plans, options for 29,125,000; 11,351,000 and 5,544,000 shares
of common stock were exercisable at December 31, 2001, 2000 and 1999, respectively, with a
weighted-average exercise price of $41.89; $23.35 and $12.67, respectively. In addition, options for 61,000;
61,000 and 126,000 shares of Class A common stock were exercisable at December 31, 2001, 2000 and
1999, respectively, with a weighted average exercise price of $0.93; $0.93 and $0.94, respectively. Class A
common stock may be converted into an equal number of shares of common stock at any time. There
were 9,797,000; 10,889,000 and 4,504,000 shares of common stock reserved and available for grant under
the pians at December 31, 2001, 20600 and 1999, respectively.

The following table summarizes activity under the stock option plans for 2001, 2000 and 1999 (in
thousands, except per share amounts):

Weighted- Class A Weighted-

Common Average Commomn Average
Stock Price Stock Price
Qutstanding, December 31,1998 ......... 24,654 $17.10 560 $0.97
Granted ........coiiiiiiii i 20,850 37.17 — —
Exercised. .....covviiireennniineeianns (5,884) 14.12 (434) 0.97
Forfeited .......coviiiiiiiiiiiinan. (2,829 25.14 = —
Outstanding, December 31, 1995.......... 36,796 28.60 126 0.94
Granted .......coiiiiiii i e 19,312 61.65 — —
Exercised........ooviiieneenenn.. (4,089) 20.48 (65) 0.93
Forfeited ......coovviiiiennnennn. (3,379) 35.70 = —
Qutstanding, December 3%, 2600.......... 48,640 41.80 _61 0.93
Granted . ......coiiii it i e 35,144 13.59 — —_
Exercised.......ooiiviiiiiinnn i (570) 15.95 .= —
Forfeited ..ot (15,405} 38.81 = —
QOutstanding, December 31,2001.......... 63,809 $27.78 _61 $0.93

|
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The following table summarizes information about the Company’s Common Stock options outstand-
ing at December 31, 2001 (in thousands, except per share amounts):

Options Outstanding Options Exercisable
Weighted-
Number Weighted-Average Number Average
Range of Exercise Outstanding Remaining Weighted-Average Exercisable Exercise
Prices at 12/31/01 Contractual Life Exercise Price at 12/31/01 Price
$ 93— 985........... 16,055 9.04 $ 617 2,158 $ 7.36
993 —2023........... 20,988 8.35 17.87 5,476 16.85
2028 — 56.88........... 18,106 7.47 39.67 12,993 42.01
5700 —8250........... 8,721 833 66.54 8,559 66.45

The weighted-average fair value per share of options granted during 2001, 2000 and 1999 was $8.09,
$36.76, and $22.51, respectively. The fair value of these options was estimated on the date of grant using
the Black-Scholes option pricing model with the following weighted-average assumptions used for all
grants in 2001, 2000, and 1999: dividend yield of zero percent; risk-free interest rates ranging from 2.2 to
6.6 percent; and expected lives of the options of three and one-half years. The expected volatility used in
estimating the fair market value on the date of grant was 73 percent in 2001 and 60 percent in 2000 and
1999,

Had compensation expense for employee and director stock options been determined based on the
fair value of the options on the date of the grant, net income (loss) and net income (loss) per share would
bave resulted in the pro forma amounts indicated below (in thousands, except per share amounts):

‘ 2001 2000 1999

Net income (loss) —asreported................... $(1,033,915) $241,483 $427,944
Net income (loss) —proforma.................... (1,106,376) (53,675) $319,494
Net income (loss) per share — as reported

Basic ... $ (3.20) $ 075 $ 136

DUt ..o $ (320 $ 073 $ 132
Net income (loss) per share — pro forma

Y $ (342 $ (017 $  1.02

DI © oot $ (342 $ (0.17) $ 098

The pro forma effect on net income (loss) for 2001, 2000 and 1999 is not fully representative of the
pro forma effect on net income (loss) in future years because it does not take into consideration pro forma
compensation expense related to the vesting of grants made prior to 1997.

The Company also offers eligible employees the opportunity to acquire shares under an employee
stock purchase plan. Under the plan, shares of the Company’s common stock may be purchased at 85%
of the lower of the fair market value on the first or last business day of each month. Employees may
purchase shares having a value up to 20% of their salary, subject to certain statutory limits. Total shares
purchased for participating employees under the plan were 472,000; 110,000 and 50,000 in 2001, 2000 and
1999, respectively.

During 2001, the Company issued a warrant to purchase 624,750 shares of common stock in exchange
for certain consulting services. As of December 31, 2001, the warrant is outstanding and exercisable. The
exercise price of the warrant is $8.92 per share and it expires on September 4, 2005.
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9. Retirement Savings Plans

The Company has a 401(k) defined contribution plan, which covers employees who have attained 18
years of age and have been employed by the Company for at least six months. Participants may contribute
up to 20% of their compensation in any plan year and receive a 50% matching employer contribution of
up to 6% of their annual eligible compensation. The Company contributed $7.8 million, $8.1 million and
$6.4 million to the Plan during 2001, 2000, and 1999, respectively.

10. Acquisitiom:

During the first quarter of 1999, the Company paid $77.7 millicn for a 19.9% interest and an option
to acquire the remaining 80.1% interest in NECX Direct, LL.C, an on-line e-commerce computer
peripheral retailer. The Company subsequently sold half of that interest to a third party. During the first
quarter of 2000, the Company issued 537,554 shares of common stock to exercise its option to purchase
the remaining 80.1% interest (resulting in a 90% ownership interest) and entered into an agreement to
make annual payments totaling approximately $20 million ratably over ten years beginning in April 2002.
The transaction was accounted for as a purchase business combination. The aggregate purchase price of
approximately $155 million, which includes the cost basis of the original investment and liabilities
assumed, has been allocated primarily to goodwill that was being amortized over a ten year period. In
2001, the Company decided to abandon the business and technology related to the acquisition of NECX,
Direct, LLC, and recorded a $140 million impairment charge based on its revised estimate of future cash
flows associated with the business. Pro forma statements of operations reflecting the acquisition of NECX
are not shown as such amounts would not differ materially from reported results.

11, Selected Balance Sheet Information and Comprehensive Income (FLoss) (in thousands):

2001 2000
Accounts receivable, net:
Accounts receivable. ... o i e $ 224,443 $ 557,479
Allowance for uncollectible accounts..............ooiiin .. (4,469) (12,724)
$ 219,974 $ 544,755
Inventory:
Components and subassemblies. . ... $ 92669 $ 252,085
Finished goods ... ... 27,601 62,984

$ 120,270 $ 315,069

Property, plant and equipment, net:

Land. .o e e e $ 12,649 $ 18,766
Leasehold improvements .........ooviiiiiiiiiiiiiiiiiineann 170,210 169,715
Buildings ..o e e e e 103,730 202,100
Construction in PrOGIeSS. .. ..vovetttrnnnnneereeraninnarennsnnss 71,870 159,386
Internal use sOftware. .. ......coiiv et ie it i i 215,497 250,775
Office and production equipment............c.ovvirivienrnnnans 365,127 348,742
Furniture and fXiures . . oo o vttt et ittt it et et et ca e 108,680 134,009
/=) 110 1T 657 25,203
1,048,420 1,308,696

Accumulated depreciation and amortization. ..................... (439,991) (411,282)
$ 608,429 $ 897,414

Intangibles:

Intangibles. . . e e e $ 50,550 $ 226,702
Accumulated amortization. ........oooiit it e (14,246) {60,788)

$ 36,304 $ 165,914
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2001 2000
QOther current assets: ‘
Finance receivables, DEt . ..o v iin ittt $ 6,744 $288,357
Income taxes receivable ... ... ittt i i e e 274,727 37,150
Deferred INCOME taXES ..ttt ien ittt ie ittt iircenannes 139,383 162,206
L4173 o PP 195,772 305,453
$616,626 $793,166
Other assets:
Finance receivables, net ..ottt it —_ $413,303
Long-term InVestments . .. ...t iiiitinennnnennennns 88,170 339,143
£ 1= 131,030 97,811
$219,200 $850,257
Accrued liabilities:
BV AITANTY .« . ittt e $ 84,024 $127,770
Restructuring ... ...ioie it e 126,439 —
£ =" 258,146 428,553
$468,609 $556,323
Other current liabilities:
Deferred T8VeMUE . oo it ti ettt et et e e e e $ 72,202 $116,089
01+ 1= PP 128,397 62,932
$200,599 $179,021
Other long-term liabilities:
Deferred reVenUE. . ... ovi ettt i e e e e $ 42,124 $ 62,673
Y aITaNY . o ottt e e e i 18,682 54,910
L] 1 1= o P 21,830 23,588
$ 82,636 $141,171
Accumulated other comprehensive income:
Foreign currency translation ...............ccviiiiiiiiiiinen $ (2,911) $ 254
Unrealized loss on available-for-sale securities.................... 16,713 6,813
' $ 13,802 $§ 7,067
Other comprehensive income (loss): 2001 2000 1999
Net income (10ss). .......covviiieiinnnnn.. $(1,033,915) $241,483 $427,944
Foreign currency translation ................ (3,165) (732) 4,941
Unrealized gain (loss) on available-for-sale
SECUTILIES . . oot eeiaees 9,900 7,807 (864)
Total comprehensive income (loss) .......... $(1,027,180) $248,558 $432,021
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12. Supplemental Statements of Cash Flows Infermation (in thousands):

2001 2000 1999

Supplemental disclosure of cash flow information:

Cash paid during the year for interest............. $ 7962 $ 2256 $ 1,533

Cash paid during the year for income taxes........ $ — $209,371 $218,944
Supplemental schedule of noncash investing and

financing activities:
Extinguishment of note payable and issuance of

Series C Redeemable Convertible Preferred Stock . $193,109 $ _— $ —
Acquisitions

Fair value of assets acquired..................... $ — $ 4962 $ —

Less: Liabilities assumed . .............cooovvene. — 37,391 —
Common stock issued for acquisitions............... $ — $ 32,429 $ —
Common stock issued in exchange for common stock

Of IMVESEEE vttt teeeneinrannns $ — $ — $100,000

13, Segment Date:

The Company’s segments are based on geography and, in the United States (U.S.), by customer class.
Geographic segments include the U.S.; Europe, Middle East, Africa (EMEA); and Asia Pacific (A-P).
During the third quarter of 2001, the Company exited substantially all of its company-owned international
operations. Customer class segments in the U.S. are Consumer and Business. The Company evaluates the
performance of its Consumer and Business segments based on sales and operating income, and does not
include segment assets or other income and expense items for management reporting purposes.
Management evaluates net sales by customer class based on units shipped in the period. Segment
operating income includes selling, general and administrative expenses and other overhead charges
directly attributable to the segment and excludes certain expenses managed outside the reporting
segment. Costs excluded from the segments primarily consist of general and administrative expenses that
are managed on a corporate-wide basis and, for the year ended December 31, 2001 and 2000, include
restructuring and other special charges discussed in Note 15.
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The following table sets forth summary information by segment (in thousands):

2001 2000 1999
The Americas
Net sales:
L0011 T O $3,097,375  $5,401,0i6  $4,660,936
BUSINESS. oo it e e e 2430815 2,836,967 3,020,209
$5,528,190  $8,237,983  $7,681,145
Operating income:
COBSUITIET & o v vt ve s e st e eeraneosnossonenoannennnnss $ 15303 § 624,149 § 473,124
BUSIIESS. « oot ettt et e e e 219,773 382,512 474,599
$ 235076 $1,006,661 § 947.723
Income tax expense (benefit) ........... ..., (294,319) 165,825 224,949
Depreciation and amortization . .......coveevee i 185,739 169,602 116,142
Segment asselS . ...ttt e et 2,930,953 3,695,002 3,449,240
Long-lived assets .. ...t 740,143 1,742,015 1,124,467
EMEA
Net SaleS . o v ittt e e $ 229,026 $ 586,361 § 556,100
Operating 1055 ...ttt (53,493) (55,126) (8,807)
Income tax expense (benefit) ............coviiiiiii... 8,034 (2,689) (734)
Depreciation and amortization ..............ooiiiiaan, 8,118 10,974 9,235
SegmMEnt @85S . o\ vvet it i e 34,944 243,917 241,489
Long-lived @ssets ... ....c.oereiiereerrerioreenennens — 60,489 61,676
A-P _ 4
Netsales ....onerer it $ 322308 § 776256 § 727,655
Cperating income (I0SS) ... ..ovvvterieiieieriiininneens (37,548) 4,799 33,049
Income tax expense (bemefit) ........cccoieriiiiiiii... 10,377 (7,870) 11,320
Depreciation and amortization . ...... e 6,119 8,508 8,728
Segment assets.. ... e e et 20,960 241,726 263,959
Long-lived assets ............oovunvnnnn e — 40,564 38,739
A reconciliation of the segments’ operating income (loss) is as follows:
Operating income (loss):
Segment Operating iNCOME. . ... ovvveevnrueerernieneen.. $ 144,035 §$956,334 § 971,965
Non-segment operating expenses:
Restructuring and other special charges:
Costofgoodssold...........ccovevieniennen ... (216,327) (51,369) —
Selling, general and administrative expenses ............ (755,170) (43,368) —
Other non-segment operating eXpenses. . ........c..c.. ... (352,468)  (350,304)  (376,295)
Total operating income (lOSS) . ....ovviivrneieneeeiinnnnn, $(1,183,930) §$ 511,293  § 595,670
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14, Selected Quarterly Financial Date (Unsudited)s

The foliowing tables contain selected unaudited consolidated quarterly financial data for the
Company (in thousands, except per share data):

2001:
1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

Netsales ........oovvveviinenne, $2,033,510 $1,500,875 $1,409,759 $1,135,380
Gross profit. . ....ovevvvnninin 197,305 280,106 120,060 240,721
Operating income (loss) ......... {(575,955) (53,440) (555,251) 716
Income (loss) before extraordinary

item and cumulative effect of

change in accounting principle .. (479,053) {20,786) (519,662) 5,096
Net income (1088). . ....ovvvvnne.. $ (502,904) $ (20,786) (519,662) $ 9437
Net income (loss) per share before

extraordinary item and

cumulative effect of change in

accounting principle:

Basic........coooeiiiiiiii, $ (1.48) $  (0.06) $  (1.61) $ 0.02

Diluted. ..........ocoveiinan, $ (148 $ (0.06) $ (Le1) $ 0.03
Net income (loss) per share:

Basic.....ooiiiiiiiiie e $ (1.56) $ (0.06) $ (161) $ 0.03

Diluted. ...l $ (156 $ (0.06) $ (161) $ 0.03
Basic weighted average shares

outstanding................... 322,868 323,014 323,296 323,965
Diluted weighted average shares

outstanding................... 322,868 323,014 323,296 327,341
2000:

1st Quarter 2Znd Quarter 3rd Quarter 4th Quarter

Netsales .........oovvvvivinnnn. $2,398,950 $2,207,017 $2,548,290 $2,446,343
Grossprofit. ......covvvvinit 518,502 499371 578,697 462,424
Operating income (loss).......... 186,264 163,589 186,692 (25,252)
Income (loss) before extraordinary

item and cumulative effect of

change in accounting principle . . 131,491 118,178 131,838 (128,173)
Net income (foss). ............... $ 119,640 $ 118,178 $ 131,838 $ (128,173)
Net income (loss) per share before

extraordinary item and

cumulative effect of change in

accounting principle:

BasiCo..ovvviiii i $ 0.41 $ 0.37 $ 0.41 $§ (C40)

Diluted.........covivevvvinin, $ 0.40 $ 0.36 $ 0.40 $§ (040)
Net income per share:

Basic......oviiiii i $ 0.37 $ 0.37 $ 0.41 $ (040)

Diluted.........oovvivinian, $ 0.36 $ 0.36 $ 0.40 $ (040
Basic weighted average shares

outstanding . .................. 320,013 321,265 322,408 323,252
Diluted weighted average shares

outstanding................... 332,541 331,727 333,681 323,252
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15. Restructuring and Other Special Charges:

During 2001, the Company approved restructuring plans to, among other things, reduce its
workforce, close certain retail locations, consolidate facilities, redefine its information technology strategy,
and exit certain other activities, including substantially all of its company-owned international operations.
Pre-tax charges of $876 million, including non-cash charges of $535 million, were recorded in 2001 to
provide for these actions and other related items. The charges are included in cost of goods sold, selling,
general and administrative expenses and other income (loss), net.

The following table summarizes charges recorded during 2001 for exit activities and asset write-
downs (in millions):

Exit Activities
Amount Paid

Prior to Accrued at Additional Total
December 31, December 31, Asset Depreciation Charges

2001 2001 Write-downs Expense 2001

Productivity Initiatives ...... $ 63 $ 7 $ 2 $— $ 72

Facilities/Capital Assets ... .. 9 9 161 13 192

Operating Assets ........... 18 12 44 12 86

International Restructuring .. 108 89 147 5 349
Impairment of goodwill and

related intangibles ........ — — 140 — 140

Other.........ooovvevnnnt _17 _ 9 1 — _ 37

Total.......oooovvviinint, $215 $126 3505 $30 $876

H

The nature of the charges recorded during the year ended December 31, 2001 is as follows:

o  Productivity Initiatives — The Company recorded a $72 miilion charge related to severance benefits
to terminated employees in the United States and Canada. The Company terminated approximately
5,000 employees during the year, including approximately 1,700 employees related to retail store
closings, 1,150 employees primarily related to sales and customer service, 1,000 manufacturing
employees, 700 call center employees and 450 other administrative personnel.

o Facllittes/Capital Assets — The Company recorded a $192 million charge related to the abandon-
ment of certain capital assets, including $144 million primarily related to the abandonment of certain
information technology projects in the United States. The Company incurred charges of approxi-
mately $18 million, principally related to future lease commitments, net of expected recoveries, as a
result of consolidating certain of the Company’s facilities. The Company also reduced its estimate of
the useful lives of assets related to facilities that had not yet been vacated and recorded an additional
$13 million of depreciation expense during 2001.

o Operating Assets — The Company recorded a charge of $86 million related to the closing of 33 stores
in the U.S. and 11 stores in Canada and the exit of all of its store-within-a-store locations. In
connection with these store closings, the Company incurred charges of approximately $30 million
during 2001 in exit costs related to future lease commitments, net of expected recoveries and
$44 million for impairment of store assets that were abandoned during 2001. The Company also
reduced its estimate of the useful lives of assets related to stores that had not yet been closed and
recorded an additional $12 million of depreciation expense in 2001.

o Intermetional Restructuring — The Company recorded a charge of $349 million related to its
international restructuring and exit from substantially all of its company-owned international
operations, including $26 miilion for lease commitments associated with the closing of its facilities,
$147 million for impairment of assets at closed facilities, $88 million related to severance for 1,520

49




GATEWAY, INC
NOTES TO CONSOLIDATED FINANCIAL STATEMENTES (Concluded)

employees in Europe and 1,710 employees in Asia Pacific, $68 million associated with the settiement
of contractual obligations and $15 million of other charges. The Company also reduced its estimate
of useful lives of assets related to facilities that had not yet been closed and recorded an additional
$5 million of depreciation expense.

o [Impeirment of goodwill and related intangibles — The Company decided to abandon the business
and technoclogy related to the acquisition of NECX Direct, LLC. As a result of this decision, the
Company’s revised estimate of future cash flows associated with this business was significantly
reduced, resulting in 2 $140 million impairment charge.

e Other — Other exit activities charged totaled $37 million and related to the settlement of certain
contractual obligations and the impairment of assets.

During 2001, the Company recorded total restructuring and other special charges of $1.1 billion.
Included in this amount is the $876 million described above, a charge to other income (loss), net, of
$50 million to write-down the carrying value of securities and long-term receivables associated with a
strategic restructuring decision, a charge of $134 million to other income (loss), net relating to
management’s determination that a number of the Company’s investments and long-term receivables
were impaired on an other-than-temporary basis and a $100 million charge to reduce the carrying value
of the Company’s consumer financing receivables, partially offset by $34 million ir income associated with
the consumer financing portfolio which was ultimately sold during the third quarter as described in
Note 2.

During 2000, the Company recorded special charges totaling $246 million, including $152 million
related to management’s determination that a number of the Company’s investments were impaired on an
other-than-temporary basis and the remainder consisting of the impairment of goodwill, severance costs
and asset write-downs.

16. Subsequemt Evemt:

The Company committed to a plan in early 2002 to close select sites and take other restructuring
actions as it continued to focus on cost reduction and aligning its operation with its digital technology
solutions strategy. The Company anticipates taking a charge in the first quarter of 20802 in the range of
$75-$1C0 million associated with these actions. The plan is expected to be completed in the first quarter
of 2003.
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GATEWAY, INC.

SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS
FOR THE YEARS ENDED DECEMBER 31, 1999, 2000 AND 2001

(im thousands)
Balamce at Additions Deductions Balance at
Beginning of Charged to from End of
Perio Expense Allowsnce Period
Year ended December 31, 1999:
Allowance for uncollectible accounts receivable . $14,948 $ 28,334 $ 26,810 $16,472
Allowance for losses on finance receivables. . ... $ — $ 4,728 $ 1,093 $ 3,635
Year ended December 31, 2000:
Allowance for uncollectible accounts receivable . $16,472 $ 25453 $ 29,201 $12,724
Allowance for losses on finance receivables. . ... $ 3,635 $121,856 $ 50,384 $75,107
Year ended December 31, 2001:
Allowance for uncollectible accounts receivable . $12,724 $ 23,151 $ 31,406 $ 4,469
Allowance for losses on finance receivables. . . .. $75,107 $190,240%  $262,184 $ 3,163

* Includes $100 million charge to reduce the carrying value of finance receivables to their net estimated
realizable value.

Htem 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None.

PART IIX

Part I1I of this report is incorporated by reference to Gateway’s definitive Proxy Statement relating
to its Annual Meeting of Stockholders, which will be filed with the Commission within 120 days of the end
of fiscal year 2001.
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PART IV

Item 14. EXHIBITS, FINANCIAL SCHEDULES AND REPORTS ON FORM 8-K

(a) The following documents are filed as a part of this Report:

(1) Financial Statements and Financial Statement Schedule. See Index to Consolidated Financial
Statements and Financial Statement Schedule at Item 8 on Page 28 of this Report.

(2) Exhibits. Exhibits identified in parentheses below as on file with the Securities and Exchange
Commission are incorporated herein by reference as exhibits hereto.

Exhilbit
Number

Description of Exhibits

31
32

33

102

103

104
10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12
10.13

10.14
10.15

10.16

Restated Certificate of Incorporation of Gateway, Inc., as amended (filed herewith)

Amended and Restated Bylaws of Gateway, Inc. (Exhibit No. 3.1 to Form 10-Q for the period
ended March 31, 2000)

Rights Agreement, dated as of January 19, 2000, between Gateway, Inc. and UMB Bank, N.A.,
as Rights Agent, including all exhibits thereto. (Exhibit 1.0 to Form 8-A dated February 4,
2000)

Indemnification Agreement dated as of December 6, 1993 between Gateway, Inc. and
Theodore W. Waitt. (Exhibit No. 10.2 to 10-K for 1995)*

Registration Agreement dated February 22, 1991 between Gateway, Inc., Theodore W. Waitt
and Norman W. Waitt, Jr. as the sole trustee and sole beneficiary of the Norman W. Waitt, Jr.
S Corp. Trust, together with Amendment No. 1 to the Registration Agreement dated as of
October 19, 1993 (Exhibit 10.11 to Registration Statement No. 33-70618 (the “Form S-17)*

Gateway, Inc. 1992 Stock Option Plan. (Exhibit No. 10.4 to the Form S-1)*

Gateway, Inc. 1993 Stock Option Plan for Executives and Key Employees. (Exhibit No. 10.6
to the Form S-1)*

Gateway, Inc. 1993 Non-Employee Director Stock Option Plan and Form of Option Grant
Letter (Exhibit No. 10.8 to the Form S-1)*

Gateway, Inc. 1996 Long-Term Incentive Equity Plan, as amended and restated {Exhibit No.
10.7 to Form 10-K for 2001)*

Gateway, Inc. 2000 Equity Incentive Equity Plan, as amended and restated (Exhibit No. 10.18
to Form 10-Q for the period ended June 30, 2000)*

Gateway, Inc. 1996 Non-Employee Directors Stock Option Plan as amended. (Exhibit No.
10.20 to Form 10-Q for the period ended June 30, 1998)*

Gateway, Inc. Management Incentive Plan, as amended (Exhibit 10.10 to the Form 10-Q for
the period ended June 30, 2001)*

Gateway, Inc. Deferred Compensation Plan, as amended (Exhibit 10.11 to the Form 10-K for
1998)*

Gateway, Inc. Retirement Savings Plan {(Exhibit No. 10.16 to Form 10-K for 1995)*

Gateway, Inc. 1995 Employee Stock Purchase Plan, as amended (Exhibit 10.19 to Form 10-Q
for period ended June 30, 1999)*

Change in Control Compensation Plan (filed herewith)*

Employment Agreement between Gateway, Inc. and Susan B. Parks dated as of August 1, 2000
(filed herewith)*

Agreement and General Release between Gateway, Inc. and Susan B. Parks dated
November 29, 2001 (filed herewith)*
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Exhibit )
Number Description of Exhibits

10.17 Letter Agreement between Gateway, Inc. and Susan B. Parks dated November 29, 2001 (filed

herewith)*
211 List of subsidiaries (filed herewith)
23.1 Consent of PricewaterhouseCoopers LLP (filed herewith)
24.1 Powers of attorney (filed herewith)

* Indicates a management contract or compensatory plan.

Gateway will furnish upon request any exhibit described above upon payment of Gateway’s
reasonable expenses for furnishing such exhibit.

(b) Reports on Form 8-K.
No reports on form 8-K were filed by Gateway during the quarter ended December 31, 2001.

This Report contains the following trademarks and service marks of Gateway, many of which are
registered: Gateway, Your:)Ware, the “BLACK AND WHITE SPOT” Design, Gateway Profile, Gateway
Country, Gateway.net, Solo, and “You’ve Got a Friend in the Business”. The following trademarks of other
companies also appear in this Report: Intel, AMD, Microsoft and Pentium. These and any other product
or brand names contained herein are trademarks or registered trademarks of their respective owners.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(c) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, on February 11, 2002.

GATEWAY, INC

By: /s/ Joseph Burke

Joseph Burke

Senior Vice President and Chief Financial

Officer (authorized officer and chief
financial officer)

By: /s/ Jeffrey A. Pace

Jeffrey A. Pace
Vice President and Controller
(principal accounting officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the Registrant in the capacities indicated on the dates
indicated below:

Date Signature Titk
February 11, 2002 s/ Theodore W, Waitt Chairman of the Board and Chief
Theodore W, Waitt Executive Officer (Principal
Executive Officer)
February 11, 2002 /s/ Joseph Burke Senior Vice President and Chief
Joseph Burke Financial Officer (Principal
Financial Officer)
February 11, 2002 /sl Jeffrey A. Pace Vice President and Controller
Jeffrey A. Pace (Principal Accounting Officer)
February 11, 2002 * Director

Charles G. Carey

i February 11, 2002 * Director
: George H. Krauss

February 11, 2002 * Director
Douglas L. Lacey

February 11, 2002 * Director
James F. McCann

February 11, 2002 * Director
Richard D. Snyder

*By: /s/ Javade Chaudhri

Javade Chaudhri
(Attorney-in-fact)
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Gateway Headouarters
Gateway, Inc.

14303 Gateway Place

Poway, CA 92064

Tel 858-848-3401

Fax 858-848-2681

Company Information
Copies of the Gateway Annual Report and
Form 10-K for the fiscal year 2001 are
available to sharsholders without charge. If
you wish to receive these reports or other
company information, please contact:

Investor Relations

Tel 800-846-4503

‘Email

investor.relations@gateway.com

Web
hitp:/Mmww.gateway.com/about/ir/index.shtml

Annuai Meeting

The Annual Meeting of Stockholders of
Gateway, Inc. will be held at © a.m. on
Thursday, May 16, 2002 at the Sioux City
Convention Center, 801 Fourth Street in
Sioux City, lowa 51101.

Transfer Agent

If you have questions about stock
certificates, change of address, consolidation
of accounts, transfer of ownership or other
stock matters, please contact Gateway's
transfer agent:

UMEB Bank, N.A.

Sscurities Transfer Division
P.0. Bex 410064

Kanses City, MO 64141-0064
1-800-884-4225

fax: 1-816-221-0438

email: sec_xfer@umb.com

Gateway's Senier Management Team

Theodore Waltt
CEO and President

Bart Brown
Senior Vice President
Products and Solutions

Beob Burnett
Senior Vice President &
Chief Technology Officer

Mike Hammond
Senior Vice President
Operations

Dave Russell
Senior Vice President
Partner Management

David Turner
Senior Vice President
Sales & Marketing

Gateway's E

Joseph Burke
Senior Vice President
& Chief Financial Officer

Javade Chaudhet
Senior Vice President,
General Counsel & Secratary

Will Headapohl
Senior Vice President &
Chief Information Officer

Brad Shaw

Senior Vice President,
Marketing & Corporate
Communications

Jack Van Berkel
Senior Vice President
Human Resources

2oard of Directors

Theodore Waitt, Chairman of the Board

Gateway

Charles Carey, Consultant and Director

News Corporation

George Krauss, Of Counsel

Kutak Rock Law Firm

James McCann, CEO

1-800-FLOWERS.com, [nc.

Richard Snyder, CEC

Ardesta, LLC

Douglas Lacey, Partner

Nichols, Rise & Company, LLP

©2002 Gateway, Inc. All rights reserved. Gateway, the Gateway Stylized Logo and the Black and White Spot Design are trademarks or

registered trademarks of Gateway, inc. in the U.S. and other countries.







